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High there! 
igh there: 
That's Mr. Charles Goodfellow, one of our a. 
Trust Company officers up there. It’s not 
olten that you Il find him with his feet off 
the ground, but this time he needed some 
spot information in a hurry. So there he is 
up in the library stacks of our Investment 
Research department. 
Mr. Goodfellow has had long and careful 
training for his job in our Investment Ad- 
Visory department. He came to us trom i. 
Dartmouth in 1932, and later majored in 
investments at the Rutgers Graduate 
School of Banking. 
™ 


For those with available funds of $73,000 
or more, Charlie Goodfellow and his asso- 
ciates in the Investment Advisory depart 
ment are delinitely sood fellows to know. 
This complete, continuing management 
service includes custodianship, and_ is 
available on a relreshingly modest annual 


fee basis. 

Our interesting booklet, “HOW TO GET 
THE MOST OUT OF YOUR INVESTMENTS” 
gets the story over quickly and easily. A 


free copy is yours for the asking. 


The FIRST 
NATIONAL CITY BANK 
of New York 


Investment Advisory Service is 
Administered by our Affiliate: 

CITY BANK FARMERS TRUST COMPANY 
22 William Street, New York 5 


Member Federal Deposit Insurance Corporation 





Guaranty Trust Company 
of New York 


140 BROADWAY 


New York 15 
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New York 36 New York 21 
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Condensed Statement of Condition, December 31, 1955 

































RESOURCES 
Cash on Hand, in Federal Reserve Bank, and Due from Banks and Bankers $ 671,504,053.84 
OG. & Government Obligations . . owe sce ; ee St 829,757,187.25 
Loans and Bills Purchased ra ae ee ee ee eo ee 
Public Securities . oe $ 59,862,460.25 
Stock of Federal Reoneve Bank coe es 9,000,000.00 
Other Securities and Obligations . . . 63,785,171.49 
Credits Granted on Acceptances ‘ 15,251,453.04 
Accrued Interest and Accounts Receiv ahie 20,097,097.52 
Real Estate Bonds and Mortgages 16,999,303.37 184,995,485.67 
ss ae a Oe a a eee 5,904,615.33 
Tetel Reseureess . 2. 1. 2 ts ew eo 6 we eo we oe tl tl ltl 
LIABILITIES 
Capital (5,000,000 shares- $20 par) . . . «© «© « $100,000,000.00 
Surplus Fund . . a 200,000,000.00 
Undivided Profits a a ae 105,598,957.98 
Total iipaae Funds ca 2 aK ow ek ee eee $ 405,598,957.98 
Deposits ... . . ae oe oe a a eo” 2.714,389,961.79 
Foreign Funds EE SE et ar a ee 750,000.00 
Acceptances $ 21,459,607.81 
Less: Own Acceptances Held tow - teenan 3,671,636.77 
$ 17,787,971.04 
Dividend Payable January 16, 1956: 
Regular . 4,000,000.00 
Extra ; 4,000,000.00 
Items in Transit witle Foreign Reanchion 466,026.08 
Reserve for Expenses and Taxes 25,330,072.43 
Other Liabilities 18,604,638.14 70,188,707.69 
Total Liabilities. je ee ee a E'S $3,190,927,627.46 
Securities carried at $274,850,577.62 in the above statement are pledged to qualify for 


fiduciary powers, to secure public moneys as required by law, 











and for other purposes. 
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A Message to Lawyers 


whose clients may need more than 
conventional Custody Service... 


... who would benefit by organized and consistent 


guidance in the management of their investments. 


Our Advisory Custodian Service offers just such 
guidance. For it provides research and analysis, periodic 


reviews and continuing supervision of all securities ~~. 
deposited with us. 


Each account is handled on an individual basis. We 
have no pattern of “standard” investment policies. The + 
officer who handles an individual’s account serves as 
his personal representative to the end that each rec- 
ommendation we submit will meet—as well as we can 
judge—your client’s particular requirements. 


We'd be happy to talk with you about our Custody 
and Investment Services...and how they may help you 
with investment problems. Call on us at any time. . 


IRVING TRUST COMPANY 
One Wall Street, New York 15, N.Y. 


Capital Funds over $125,000,000 Total Assets over $1,400,000,000 
WituiaM N. Enstrom, Chairman of the Board Ricuarp H. West, President 
Epwarp J. Veitcu, Vice President in Charge, Personal Trust Division 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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aluminum producers set all-time records and 
the $65 billion construction industry, largest 
of any U. S. industry, saw home starts in 
1955 reach 1,250,000 units. Chemical manu- 
facturers’ sales jumped 17.6% last year; the 
paper industry made record highs; and re- 
tail consumer sales rose to an all-time peak 
of about $186 billion. All in all, 1955 proved 
to be a record year for the American 
economy. 

—Photo from United States Steel Corp. 
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CURRENT STOCK FIGURES DICTATE CAUTIOUS 
ATTITUDE in purchases for trustee ac- 
counts, according to opinions expressed by 
32 trust investment officials in T&kE's 
Fourth Annual Trust Investment Symposium 
(see page 35). Regardless of short-term 
fluctuations, however, these experts are 
confident of the future of the economy and 
advocate generous partnership participa- 
tion in growth situations. 


A PLEA FOR MORE LIBERAL EXERCISE OF DIS- 
CRETIONARY POWERS by corporate fiduciaries 
is made by noted author Rene Wormser (see 
page 8). Acknowledging their superiority 
in major phases of trust administration, 
he outlines a number of areas in which 
trust institutions could enhance their 
services to beneficiaries and widen their 
appeal to the public. 


FIDUCIARIES LEAD THE FIELD AS INVESTORS 
in corporate securities with an estimated 
$78.2 billion holdings of stocks and bonds 
in fiduciary capacities, compared with an 
aggregate of $54.5 billion held by all in- 
surance companies, banks and investment 
companies. These figures are as of Dec. 
51, 1954, except for trust institutions, 
which were for various reporting dates 
during 1954. The latter data is based on 
Comptroller of the Currency report for all 
national banks, state banking department 
records for the fourteen states so report- 
ing and projected ratios for the other 
State banks and trust companies...Of the 
total of $97.7 billion of securities held 
by trust institutions in fiduciary capaci- 
ties, approximately $19.5 billion were 
government (national and local) bonds, 
$15.6 billion were corporate bonds and 
$62.6 billion were preferred and common 
Stocks. The stock portion of $62.6 billion 
compares with $16.3 billion held by all 
other institutional investor groups, al- 
most four times larger. Trust holdings in 
each of the three types of securities ex- 
ceeded holdings of such securities by any 
other group of institutional investor ex- 
cept in the case of government bonds, 
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where commercial banks held $81 billion, 
and in corporation bonds, where life in- 
surance companies held $34.2 billion. 


THE SEASON FOR PREDICTING THE UNPRE- 
DICTABLE provided a lush crop of mixed 
optimism, generally qualified by the view 
that levelling off in the overall picture 
of sales and production will be the order 
for '56, and that earnings and markets 
will be still more selective. The prev- 
alent concern of individual investors as 
to which industries and companies stand to 
gain or lose should make for greater re- 
ceptivity to the services of professional 
investors if these institutions aggres- 
Sively publicize their facilities. Which 
companies, for example, should benefit 
from government spending that would almost 
certainly be used to underpin any immoder- 
ate recession; which depend on a "luxury" 
market, or have oversized inventories? 
Which have thick cushions of backlog or- 
ders and resources to support dividend 
rates? Even in the 1955 bull market owners 
of 476 of the 1532 stock issues listed on 
the New York Stock Exchange at the 1954 
year end came off with lower principal 
values at last December 3lst and holders 
of equities in a substantial number of 
companies saw their dividends reduced, in 
Spite of the overall record-breaking out- 
pouring of corporation earnings. 


FEATURE ARTICLE AND INTERVIEW IN "U.S. 
NEWS & WORLD REPORT"—Dec. 30 issue — 
gave prominence to Trusts and Estate Plan- 
ning, particularly their advantage in tax 
Savings. The staff article carried a chart 
of three basic ways to pass an estate to 
children: outright to wife, entirely to 
children, half to wife and half to chil- 
dren—and very pertinently pointed out ad- 
vantages of using tax-free gift allowances 
currently...In the interview-of-the-month, 
Randolph Paul, former assistant secretary 
of the Treasury, after reviewing income 
tax matters (including reference to tax 
values of life insurance), also cited gift 
tax savings and in answering the editors' 
questions What are the tax advantages in 
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setting up trusts? said: "There are lots 
of advantages, and some of them don't have 
anything to do with taxes"... 


MAIN TOPIC IN "BUSINESS WEEK" (Dec. 
3rd.) Personal Business column on Life In- 
surance Trusts cited their advantages and 
uses, both by immediate and testamentary 
creation. SATURDAY EVENING POST (Dec. 24) 
published a story on the beneficent, and 
often unusual, wills under which the Phila- 
delphia Board of City Trusts administers 
$105 million for civic-charitable purposes. 


PUBLICATION OF ASSET AND INVESTMENT DATA 
on Bank-administered fiduciary funds is 
becoming so widespread and important to 
official sources and the Press as to im- 
pose an obligation on trustees and bank 
Supervisory authorities to make them uni- 
form as to types of account and valuation. 
The studies under way and in prospect — 
by the Board of Governors of the Federal 
Reserve System, the S.E.C., the New York 
Stock Exchange, National Bureau of Eco- 
nomic Research and other — have legiti- 
mate and valuable purpose, largely con- 
cerned with ownership, investment prac- 
tices, Sources and prospects of corporate 
capital...Every other trade or profession- 
al group of financial consequence pub- 
lishes comparable, aggregate data. Fidu- 
ciaries often mix custody-type accounts or 
totals with those for which they have 
investment discretion or power, report 
values that may be anything from "par" or 
$1. a share to original inventory or last 
annual review. This horses-and-apples 
practice is misleading and can distort the 
picture to the disadvantage of the public 
and trustees alike, in the opinion of 
leading journalists and recognized report- 
ing agencies. 


ALTHOUGH ASSURED OF AN ENTHUSIASTIC RE- 
CEPTION, the $64.50 offering price for 
the mammoth 10,200,000 share Ford Motor 
Co. operation — announced while this is- 
Sue was on press — made for an immediate 
premium of about 5 points over the counter. 
Restricted allotments brought demand to 
round out holdings into the outside mar- 
kets. Listing has been approved by the New 
York Stock Exchange and trading will prob- 
ably begin around March lst. 

After deducting selling commission of 
$1.50 per share, the Ford Foundation will 
realize $642.6 million which will amply 
cover the recent $500 million grants to 
universities, colleges and hospitals. This 
notable transaction marks the passing from 
private hands of the last family-owned 
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“Sour Note in the Symphony” 





business giant, one which traditionally 
avoided disclosure of all operating de- 
tails. The Ford family ownership of ap- 
proximately 40% voting power will assure 
practical control. 


BANK STAFF AS TRUST CUSTOMERS is a field 
of great potentialities but has been gen- 
erally neglected, except as to officers. 
Even here it has often been too casual or 
limited to will appointments. A start has 
already been made in this direction in 
bank=-sponsored meetings at which pension 
and other "fringe benefit" programs are 
explained, but the area of interest should 
be extended to include discussion of in- 
surance, tax and estate planning matters 
and the uses of personal trust services, 
especially where Common Trust Funds make 
it feasible for smaller accounts...Far 
larger opportunities lie in the use of 
family-finance type of seminars, to which 
interested members of employees’ families 
could also be invited. Shoemakers' chil- 
dren are well-shod these days and banks 
owe their staff basic information in both 
budget management and estate protection. 
Further, such forums or classes would 
generate interest and better understand- 
ing of the trust department, and enable 
many more employees to recognize opportuni- 
ties for trust services among their 
friends and daily contacts. 



































MID-WINTER TRUST CONFERENCE 


The 37th Mid-Winter Trust Conference of the American Bank- 
ers Association Trust Division will meet at The Waldorf-Astoria, 
New York City, February 6-8. After the address of Richard P. 
Chapman, president of the Trust Division and president of 
Merchants National Bank, Boston, the conference will hear Louis 
S. Headley of St. Paul, a former president of the Trust Division, 
on The Philosophy of a Trustman. Sherwin C. Badger, financial 
vice president of New England Mutual Life Insurance Co., Boston, 
will also address the assembly. 


On Monday afternoon three sessions will run concurrently. In 
the first, Ronald M. Kimball, vice president, Continental Illinois 
National Bank & Trust Co., Chicago, will speak on Administra- 
tion of Corporate Trusts, and Joseph E. Williams, president. New 
York Stock Transfer Association and vice president, Chase Man- 
hattan Bank, New York, will present Problems of Stock Transfers. 
Donald A. Hazlett, vice president, Mellon National Bank & Trust 
Co., Pittsburgh, will head a panel discussing Problems of Corpo- 
rate Trust Departments. 


The second Monday afternoon session will include Pension and 
Profit Sharing Trusts by David Luick, president of The Wyatt 
Co., Chicago, and a panel with three talks: /nvestments for Pen- 
sion and Profit Sharing Trusts by Arthur L. Coburn, Jr., vice 
president, Old Colony Trust Co., Boston; Streamlining Accounts 
by William F. Lackman, second vice president, Guaranty Trust 
Co., New York; and Recent Developments in Employee Benefit 
Funds by Robert S. Swaim, vice president, First National Bank, 
Chicago. 

At the third concurrent Monday afternoon session J. Regis 
Walthour, vice president and trust officer, First National Bank, 
Greensburg, Pa., will present /nvestment Procedures for Smaller 
Trust Departments. Earl C. Schwalm, vice president and trust 
officer of Lincoln National Bank & Trust Co., Fort Wayne, will 
lead a panel on Problems of Smaller Trust Departments. 


The Tuesday morning session will include addresses by Henry 
D. M. Sherrerd, vice president, Fidelity-Philadelphia Trust Co.., 
on The Technique of Renegotiating Trust Fees, and by C. Rodgers 
Burgin, president of New England Trust Co., Boston, on “Trends 
in Trust Compensation. Fred F. Florence, president of the Amer- 
ican Bankers Association will then speak, followed by an address 
on CREF and TIAA—How They Work by R. McAllister Lloyd, 
president, Teachers Insurance and Annuity Association, New 
York, A panel on New Business Through Advertising will be led 
by Earl 5. MacNeill, vice president, Irving Trust Co., New York. 

The fourth session on Tuesday afternoon will hear of Recent 
Developments in New York Fiduciary Fund from Charles W. 
Bueck, president, Bank Fiduciary Fund, and vice president, United 
States Trust Co., New York. A panel on Investments will be led by 
E. T. Bartlett, chairman, Trust Division Committee on Trust 
Investments, and vice president of Cleveland Trust Co. 


The final Wednesday session will include Mass Market for 
Trust Services by James M. Trenary, chairman Trust Division 
Committee on Trust Policies and executive vice president, United 
States Trust Co., New York, as well as talks by E. Smythe Gam- 
brell, president, American Bar Association, and W. Gibbs Mc- 
Kenny, Baltimore attorney. The luncheon address will be The 
Interaction of Science and Finance by Sir Hugh Scott Taylor. 
dean of the Graduate School of Princeton University. 

The Proceedings will be published in the March issue. 















































American Bankers Association 
Trust Division Committee 
Chairmen Named 


Common Trust Funds: Charles F. 
Zukoski, Jr., executive vice president and 
trust officer, First National Bank of 
Birmingham, Ala, 


Corporate Trust Activities: James T. 
Harrigan, vice president, The Hanover 
Bank, New York. 


Costs and Charges: W. F. Worthing- 
ton, vice president and senior trust of- 
ficer, First National Bank in Dallas 


Employees Trusts: Harold S. Overholt, 
vice president, Mellon National Bank & 
Trust Co., Pittsburgh 


Fiduciary Legislation: LeRoy B. 
Staver, trust officer, United States Na- 
tional Bank, Portiand, Ore. 


Handling Businesses in Trust: Arthur 
B. Pfleiderer, senior vice president, De- 
troit Wabeek Bank & Trust Co. 


Operations for Trust Departments: 
Joseph T. Keckeisen, vice president and 
secretary, First National Bank, Chicago 


Relations With the Bar: Don H. Mc- 
Lucas, vice president, Northern Trust 
Co., Chicago 

Relations With Life Underwriters: 
Merritt H. Perkins, trust officer, Colo- 
rado National Bank, Denver 


Relations With Supervisory Authori- 
ties: William G. Cleaver, senior vice 
president, First National Bank & Trust 
Co., New Haven 

Taxation: A. G. Quaremba, vice presi- 
dent, City Bank Farmers Trust Co., New 
York 

Trust Information: Floyd L. Dwight, 
vice president and trust officer, First Na- 
tional Bank, Minneapolis 


Trust Investments: E, T. Bartlett, vice 
president, Cleveland Trust Co. 


Trust Personnel: Augustin H. Parker, 
Jr., pres., Old Colony Trust Co., Boston 


Trust Policies: James M. Trenary, ex- 
ecutive vice president, United States 
Trust Co., New York 


a» & 
THREE NEW BILLIONAIRES 


Three banks joined the billion dollar 
asset class according to year-end com- 
pilations by American Banker. They are 
First Pennsylvania Banking & Trust Co. 
of Philadelphia, Philadelphia National 
Bank, and Anglo California National 
Bank of San Francisco. They bring to 
20 the number of banks on the billion- 
asset list headed by Bank of America 
of San Francisco with $9,669,145,972. 

A AA 
® Halsey G. Bechtel, Jr., trust officer of 
the Central Trust Co., Cincinnati, has 
been appointed chairman of the Trust De- 


velopment Departmental of the Financial 
Public Relations Association for 1956. 
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Continental Illinois National Bank 
and Trust Company of Chicago 


BOARD OF 
DIRECTORS 


WALTER J. CUMMINGS 
Chairman 


J. Q. ADAMS 
Real Estate 


CARL A. BIRDSALL 


President 


CHAUNCEY B. BORLAND 
Managing Owner, Borland 
Properties 


CHAMP CARRY 


President, Pullman Incorporated 


ALFRED COWLES 
Cowles Properties 


D. A. CRAWFORD 


Director, Pullman Incorporated 


EDWARD A. CUDAHY 
Chairman of the Board, The Cudahy 
Packing Company 


JOHN F. CUNEO 


President, The Cuneo Press, Inc. 


CALVIN FENTRESS, JR. 


President, Allstate Insurance Company 


LAWRENCE P. FISHER 
Director, General Motors 
Corporation 


CHARLES Y. FREEMAN 
Chairman of the Executive Committee 
Commonwealth Edison Company 


WILLIAM A. HEWITT 
President, Deere & Company 
JOHN HOLMES 

Chairman of Board 

Swift & Company 


THEODORE V. HOUSER 
Chairman of the Board 
Sears, Roebuck and Co. 


JAMES R. LEAVELL 


Banker 


WILLIAM H. MITCHELL 
Partner, Mitchell, Hutchins & Co. 


ROBERT H. MORSE, JR. 
President, Fairbanks, Morse & Co. 


PETER V. MOULDER 
Executive Vice President 
International Harvester Company 


H. A. SCANDRETT 


Railroad Executive, retired 


FRANK F. TAYLOR 
Banker 


HERMAN WALDECK 
Banker 








Statem ent of Condition 


DECEMBER 31, 1955 





RESOURCES 

Cash and Due from Banks..... wececccceed 651,653,605.07 
United States Government Obligations... 862,980,808.40 
Other Bonds and Securities....... coccnse)| «69S IES OES 
Loans and Discounts..........++- seocesese 1,010,833,075.37 
Stock in Federal Reserve Bank........... 6,000,000.00 
Customers’ Liability on Acceptances..... 1,290,631.41 
Income Accrued but Not Collected....... 8,323,616.38 
ee ee re 7,800,000.00 

$2,739,066,834.65 








LIABILITIES 


rrr 





Tee een ee ee eee 1,415,255.91 
Reserve for Taxes, Interest, and Expenses. 17,421,307.19 
Reserve for Contingencies......... a 18,105,362.41 
Income Collected but Not Earned........ 2,126,375.11 
Capital Stock (2,250,000 shares. Par value $3345) seeeees 75,000,000.00 
Rs cn esntesccsnnden cosecesscccoces keene 
Undivided Profits........... icsslpsiabidirapaadddine 26,405,157.69 

$2,739,066,834.65 








United States Government obligations carried at $215,415,993.58 
are pledged to secure public and trust deposits and for other 
purposes as required or permitted by law 
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The Corporate Fiduciary and 


The Age of Discretion 


HIS IS A PLEA TO THE CORPORATE 
fiduciary to do more trust business. 
This may seem a strange statement, but 
I shall explain by a simple syllogism: 
Major premise: Estate planning has 


come more and more to use dis- 
cretionary mechanisms. 


Minor premise: Banks and trust com- 
panies do not like to be burdened 
with discretions. 


Conclusion: Banks and trust compan- 
ies lose a lot of trust business. 


While I like to see nice corporate fi- 
duciaries prosper, my serious concern 
over the situation which my syllogism 
illustrates lies chiefly in the fact that 
the public is not being as well served 
as it could be. Many times I have de- 
cided that the best possible solution of 
a difficult trust preblem would involve 
using a corporate fiduciary and giving 
it wide discretionary powers—only to 
find either that the suggested fiduciary 
does not wish to accept them or that 
the client is convinced it would not 
exercise them in a “human” way. 

Clients frequently utter the obvious 
—that a corporate fiduciary is not hu- 
man. It is a non-sequitur, however, to 
conclude from this undeniable premise 
that a trust company could not exercise 
a discretion in a human manner. Banks 
are run by human beings. 


It is understandable, however, that 
so many clients believe that these human 
beings who run banks and trust com- 
panies are not likely to act human in 
administering discretionary powers. 
Corporate fiduciaries have tended to- 
ward mechanical administration. No 
one can beat them at this. On the other 
hand, they cannot, as they are now 
operated, begin to compete with an in- 
dividual where certain kinds of discre- 
tion must be exercised. Yet this need 
not be so. 


Fright Complexes 
What has happened, I believe, is 


that corporate fiduciaries have, to vary- 
ing degrees, developed fright complexes. 


aan 
we 


RENE A. WORMSER 


Member of the New York Bar 


The administrative officer has a fright 
of criticism by the higher-ups, which 
could probably be easily eliminated 
through a change in management ap- 
proach. Then there is the fright of 
counsel. The officer is afraid of going 
past the rigid lines laid down by coun- 
sel. Counsel, on the other hand, is afraid 
to permit much leeway, and sets down 
rigid lines in order to play safe and 
take no risk which might lose him his 
very important client. 


Behind such frights lies the general 
fear of surcharge. That fear seems to 
me. highly unwarranted. How many 
corporate fiduciaries have been sur- 








A member of the New York Bar for 35 
years and now senior partner in the firm of 
Myles, Wormser & Koch, the author is wide- 
ly known by the public as well as the pro- 
fession for his books which include “Your 
Will and What Not to do About It,” “Per- 
sonal Estate Planning in a Changing World” 
(new edition just published), “The Theory 
and Practice of Estate Planning,” and “Fam- 
ily Estate Planning.” He has lectured on 
estate planning and taxation at New York 
University and before numerous institutes 
and associations. In 1953-4 Mr. Wormser 
was general counsel to the House of Repre- 
sentatives Special Committee to Investigate 
Tax Exempt Foundations. Long a believer 
in corporate fiduciary services, he offers 
here suggestions for making such services 
more widely acceptable by attorneys and 
their clients. 


charged, how often? The record is re- 
markably good, and I cannot ascribe it 
to any mechanical or rigid systems 
which the banks have introduced for 
their protection. Trust officers of very 
small banks, which cannot afford to 
have much protective machinery, have 
told me that, among such institutions, 
surcharge is almost non-existent. One 
reason for this excellent record is the 
ultimate kindness of the courts, which 
have come to recognize that discretion- 
ary functions must be considered liber- 
ally to be exercisable freely. 


At any rate, these compounded fears 
and frights have had this result: many 
very competent trust officers act largely 
as semi-automatons, applying arbitrary 
rules and standard yardsticks, instead 
of applying individual, personal human 
judgment. There is a risk, of course, 
in letting a senior trust officer use his 
own, personal, judgment. But is it an 
undesirable risk if the alternative is 
either losing trust appointments or fail- 
ing to meet the quite reasonable ex- 
pectations of the man who donated a 
discretion ? 


Cost Factor 


I recognize, naturally, that cost is a 
factor in assessing this problem. A cor- 
porate fiduciary is in business to make 
money for its stockholders; the exer- 
cise of many forms of discretion re- 
quires the expenditure of extraordinary 
time and, therefore, increases the cost 
of operating a trust or an estate. In 
some such instances, where the extra 
expense of operation can be clearly 
anticipated, the fiduciary should be en- 
titled to extra compensation; and I 
would have no sympathy with the client 
who was not willing fairly to discuss it. 


But there would be other instances 
in which it would not be clear that sub- 
stantial extra expense would be involved: 
here I believe the fiduciary should prob- 
ably take whatever risk is involved— 
not only to save a piece of business but 
also to undertake an aspect of public 
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service which would seem, in one way, 
to be its duty. Banks compete with law- 
yers for trust appointments—and have 
the advantage that they may solicit 
them. It seems to me, correspondingly, 
that they should be willing to accept 
duties in administration which lawyers 
would accept. And lawyers generally do 
accept the very discretionary powers 
which corporate fiduciaries so. often 
reject. 


I have heard lawyers complain that 
banks want all the fat and easy appoint- 
ments, while rejecting the more modest 
appointments and those involving any 
difficulty. Now I happen to be strong 
for corporate appointments, for many 
reasons. But there is a good deal to this 
complaint. If corporate fiduciaries want 
increasingly to take from lawyers a 
very lucrative part of our trade—fiduci- 
ary appointments—they should be will- 
ing to take some of the difficult along 
with the easy! 


Types of Discretion 


Let’s look at some of these discre- 
tionary powers which I have in mind. 


Withdrawals and Payments Over 

This is a comparatively simple one. 
Giving the executor or trustee authority 
to pay out principal or to consent to 
withdrawals is an ancient mechanism, 
but it is coming into wider use due to 
changes in the tax laws. Banks accept 
such functions, but with some reluctance. 
Moreover, the impression exists that 
they do not exercise these discretions as 
humanly as a human being might. The 
testator or grantor does not wish the 
fiduciary to be a rubber stamp. Nor 
does he wish it to lean over backwards, 
to be harsh, self-protective and inclined 
to the safety of inaction. In most in- 
stances, he wishes it to be a true, finan- 
cial pater familias. 

I must say I have watched a corporate 
fiduciary, more than once, exercise this 
paternal function gracefully, generously, 








“ . 
How many words a minute can you spell?” 
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carefully and well. It can be done. But 
corporate fiduciaries have not generally 
persuaded the public that it will be done. 
Even in cases where the discretion form- 
ed a natural, logical and necessary part 
of an estate plan, I have seen them 
attempt to dodge the function, instead 
of welcoming it as a vital service to 
the client (usually their depositor). All 
too frequently, because they are so re- 
luctant to accept the power, they leave 
the impression that they will not exer- 
cise it well. 


Accumulation Trusts 


In spite of the new throw-back rules, 
it is still possible to use the enormous 
advantages of compounding accumula- 
tions in trust. Estate planners will come 
increasingly to devise methods by which 
such trusts can be safely and profitably 
operated by giving discretions to disin- 
terested trustees. This is an example, 
then, of one of the areas of discretion 
which the corporate fiduciary must 
welcome in order to get its share of 
the curreni trust new business. It may 
not like to have to decide when to 
accumulate and when to pay out, but, if 
it is unwilling to assume this burden, 
an individual will. 


Sprinkling Trusts 


The use of sprinkling within a trust 
is growing fast, stimulated by recent 
changes in law. It may be a nuisance for 
a corporate fiduciary to be saddled with 
the obligation of distributing among a 
group. But can it afford to reject this 
now extremely valuable device? Estate 
planning will not conform itself to the 
wishes of corporate fiduciaries. If a 
mechanism accomplishes something of 
value to the client, the corporate fiduci- 
ary will have to fish as the client wishes, 
or not have a chance even to cut his bait. 

Nor is the exercise of this sprinkling 
function so arduous in fact. It is a rare 
case in which, either in the instrument 
or through personal instruction, the cli- 
ent does not fully advise the fiduciary 
of the principles which should lie be- 
hind the exercise of the discretion. The 
fiduciary may have to face dissatisfac- 
tion on the part of those who have not 
been favored in the spraying, but that 
must be taken in stride as one of the 
necessary burdens of fiduciary opera- 
tion. 


Protection of Infants 


Innumerable trust agreements and 
wills contain “infancy clauses.” Corpo- 
rate fiduciaries usually include them in 
their suggested trust forms. I have only 


this suggestion to make: that the corpo- 
rate fiduciary give as much attention 
to the human as to the financial obliga- 
tions contained in these clauses. 


Here is one of the problems of deep- 
est concern to the client—how to pro- 
tect his young children if he should 
die prematurely. To the extent that 
corporate fiduciaries can persuade the 
client that they will step into the 
father’s shoes, humanly and not mechan- 
ically, they can endear themselves to a 
multitude of worried parents. 


Protection of Incompetents 


The problem of protecting incompe- 
tents is similar to that of protecting 
infants, but far more difficult to solve. 
The number of incompetents is very 
large. How to protect them is a most 
distressing problem to parents. The 
answer is usually reliance on relatives, 
but a succession of deaths of such as 
might be willing to take on the burden 
makes this type of solution relatively 
precarious. The corporate fiduciary can 
frequently offer a preferable solution. 
But, to advance itself in this surpris- 
ingly large market for its services, it 
must be able to convince the elient that 
it will not operate as a machine but 
with the humanity which the concerned 
parent must feel is the most important 
factor to be applied. 


of course, 
vital. But that is not enough. There are 
severe cases in which the appointment 
of a guardian or committee or custodian 

and even institutionalization—is in- 
evitable and unavoidable. In that event, 
the substitute-parent obligation of the 
fiduciary consists of supervising to the 
extent that it can, checking and watch- 
ing developments. But there are innum- 
erable cases in which both custodian- 
ship and _ institutionalization can be 
avoided. All parents would prefer that 
the incompetent be given the maximum 
freedom possible. Such cases pass a 
severe burden to the fiduciary who as- 
sumes the job of supervision. On the 
other hand, there is a crying need for 
such services, to be performed by a 
fiduciary which is certain to outlive 
the incompetent. 


Financial protection is, 


All too frequently a corporate fiduci- 
ary suggests that it can take over the 
financial protection but cannot assume 
personal management of the incompe- 
tent. But it can. It is burdensome, but 
it can. The will or trust instrument can 
be drawn so that the trustee has virtu- 
ally the powers of a guardian, commit- 
tee or custodian; the fiduciary can ex- 
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ercise all the essential elements of per- 
sonal control and management, and par- 
ticularly the function of decision. 


The corporate fiduciary could be 
willing to assume, in greater degree 
than now, that parental function to 
which the anxious parent would wish it 
to succeed upon his death: the function 
of personal as well as financial man- 
agement. 


Management of a Business 


Banks frequently state frankly that 
they are not geared up to managing a 
business venture after the death of the 
proprietor. | do not see how they can 
persist in this attitude. If they are not 
equipped to manage business enterprises, 
they should find a way to be. The alter- 
native is to lose many profitable appoint- 
ments. 


This becomes increasingly so as more 
and more men who have managed to 
amass substantial wealth find themselves 
with prospective estates which, after 
the death tax and other shrinkage, will 
consist of the controlling stock of a 
profitable enterprise, and little else. In 
the frequent case in which the proprie- 
tor does not wish the business sold but 
wishes it to be continued for the benefit 
of his family and possible future suc- 
cession by an heir, the corporate fiduci- 
ary must be ready to take over the re- 
sponsibility of management or lose out 
to the individual fiduciary. 


When opportunity exists for consul- 
tations in advance of taking office, so 
that sufficiently detailed authority can 
be negotiated (and, perhaps in some 
instances, the extra compensation which 
may be warranted), the job is made far 
easier and pleasanter. In either event, it 
seems to me that corporate fiduciaries 
cannot afford to reject this variety of 
discretionary function, necessitated by 
modern conditions. 


The Human Function 


I shall summarize it this way. Corpo- 
rate fiduciaries can offer far superior 
service in mechanical functions than 
can any individual. On the other hand, 
they cannot compete with the individual 
when matters of discretion are involved, 
unless they are willing to accept such 
discretions and to organize themselves 
in such a way as to permit personal, 
human management within the corpo- 
rate structure. 

Whenever, on being consulted re- 
garding a proposed will or trust agree- 
ment, the corporate fiduciary is about 
to suggest that a discretionary function 
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be assigned to an individual co-fiduci- 
ary or to some other designee, I sug- 
gest it should stop and search its (col- 
lection of individuals) soul to see if it 
is not trying to escape a function which 
it should willingly assume in this age 
of fiduciary discretion. 


A 4 & 


A Child, A Horse and a 
Trust Department 


The Hanover Bank of New York re- 
ceived columns and columns of free 
and favorable publicity when several of 
its officers decided to give Karen Ann 
McGuire a horse for Christmas. 


It came about because 12-year-old 
Karen, who loves to draw and adores 
horses, read in the paper that Nashua 
and sixty-one other horses of the Belair 
Stud were to be sold by the bank and 
John W. Ludewig as executors of the 
estate of William Woodward, Jr. Karen 
had saved up a little money, so she con- 
cluded this was her big chance, and 
sent in her bid for the champion, writ- 
ing the executors also that “If you have 
a horse that no one will buy, I would 
like to. . . The horse will have a good 
home, 144 acres of woods and fields 
and loving care . . . My sealed bid is 
$24.03, but maybe by the time you 
open the bids I will have earned some 
more money and can pay a little higher.” 


President R. E. McNeill, Jr., showed 
Karen’s letter to some of the bank’s of- 
ficers and then events followed in rapid 
succession. Karen’s parents received a 
visit from Donald R. Hassell, assistani 
secretary at The Hanover. Karen and 
her mother and father were invited to 
the bank’s Rockefeller Plaza branch. In 
the conference room overlooking the 
Plaza’s tremendous Christmas tree, Mr. 
Hassell gave her president McNeill’s 
letter explaining that her bid could 
not be considered because she had not 
fulfilled the requirement of enclosing 
ten per cent, but that the bank did not 
wish to disappoint such a lover of 
horses, and the officers as individuals 


had decided to buy her a horse. 


Then there was a conference with 
Humphrey S. Finney, veteran horse auc- 
tioneer, and they discussed Karen’s 
drawings and the kind of horse she 
should have. Finally, she made her se- 
lection — an 8-year-old chestnut geld- 
ing. He is in the $500 - $600 class, 
while Nashua brought $1,251,200, but 
the gelding has already paid off in hap- 
piness — the best Christmas ever for a 
certain little girl, and a quickened sense 





Karen receives horse from Hanover’s 
D. R. Hassell, assistant secretary. 





of “goodwill among men” for a group 
of metropolitan bank officers. The geld- 
ing’s name was Gad Fly, but Karen 
changed all that. She promptly renamed 
him Hanover’s Wishing Star. 


Here is a resumé of the publicity 
which spontaneously flowed from this 
outstanding example of human relations 
in estate administration: 


Afternoon editions of New York's 
evening newspapers on December 19 
carried the story on Page One, with pic- 
tures inside. One wire service headed 
its bulletin on the story: “Urgent.” 


By the following day, the story had 
travelled across the and 
Canada by press, radio and TV. Three 
out of the four New York morning 
papers carried the story and pictures 
on Page One. A day later, editorials 
and sports columns appeared compli- 
menting The Hanover officers on their 
action. Life Magazine picked up the ori- 
ginals of Karen’s letter and sketch of 
Nashua for reproduction in a future 
issue. A_ radio Waterloo, 
Iowa; tape-recorded a telephone conver- 
sation with the Valhalla schoolgirl. 


nation into 


station in 


On December 29, when Karen got 
her horse, 20 newsmen, 15 photogra- 
phers and three television camera crews 
were present. Once more the story land- 
ed on Page One, on radio programs, on 
television shows that reached out across 
America to assert that bankers do have 
hearts and that a certain little girl in 
Valhalla, N. Y., was “ihe happiest girl 
in the world.” 


A A A 


@ The California Community Founda- 
tion, a charitable trust for which the 
Security-First National Bank of Los An- 
geles is trustee, now has donor funds of 
a present market value of $7,700,000, with 
an additional $3,000,000 subject to life 
estates. Grants to charitable organiza- 
tions in 1955 amounted to $350,000. 
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Statement of Condition, December 31, 1955 





RESOURCES 

Cash and Due from Banks ......... $1,024,445,016 
U. S. Government Securities 769,017,430 

U. S. Government Insured F. H. A. Mort- 
gages ...... a 73,436,461 
State, Municipal and Public Securities 174,412,576 
Stock of Federal Reserve Bank 4,511,700 
Other Securities 38,770,410 

Loans, Bills Purchased and Bankers’ Ac- 
ceptances 1,058,200,319 
Mortgages 22,310,553 
Banking Houses 18,061,398 
Customers’ Liability for Acceptances 19,181,719 
Accrued Interest and Other Resources 7,364,936 
$3,209,712,518 


LIABILITIES 
Capital (2,519,500 
shares—$20. par) $ 50,390,000 
eee ee eee 100,000,000 
Undivided Profits ...... 47,611,046 $ 198,001,046 


Reserves for Taxes, Unearned Discount, 


Interest, etc. 15,198,338 
Dividend Payable January 15, 1956 2,015,600 
Outstanding Acceptances 20,799,126 
Liability as Endorser on Acceptances and 

Foreign Bills 16,491,324 
Other Liabilities ........ 1,045,369 
Sey Phe ih ae 5 2,956,161,715 


$3,209,712,518 


United States Government and Other Securities carried at $110,000,660.53 are pledged to 
secure public funds and trust deposits and for other purposes as required or permitted by law 


Member Federal Reserve System 
Member New York Clearing House Association 


Member Federal Deposit Insurance Corporation 
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A Trust for A Minor 


HOVER T. LENTZ 


Pershing, Bosworth, Dick & Dawson, Denver, Colorado 


ECTION 2503(c) oF THE INTERNAL 

Revenue Code of 1954 provides 
that a gift in a prescribed form to a 
minor is excluded from the future in- 
terest limitation | which would other- 
wise bar the annual gift tax exclusion |. 
In so doing, Congress failed to come di- 
rectly to grips with the basic “future 
interest” problem, and merely deline- 
ated a certain limited type of transfer 
as an exception to the general rule. The 
pertinent part of the statute states that: 


“No part of a gift to an individuai 
who has not attained the age of 21 
years on the date of such transfer 
shall be considered a gift of a future 
interest in property * * * if the prop- 
erty and the income therefrom— 

(1) May be expended by, or for the 
benefit of, the donee before his at- 
taining the age of 21 years, and 

(2) Will to the extent not so ex- 
pended — 

(A) pass to the donee on his at- 
taining the age of 21 years, and 
(B) in the event the donee dies 
before attaining the age of 21 years, 
be payable to the estate of the 
donee or as he may appoint under 
a general power of appointment 
as defined in section 2514(c).” 


The Senate made two amendments to 
the House version to insure that “it is 
not necessary that the property or in- 
come therefrom be actually expended by 
or for the benefit of a minor during 
minority” and that “the general power 
of appointment need not be limited to 
will.” The first 
change is of prime importance since 
2503 (c) of little 
practical use if distribution of income 
required during minority. The 


one exercisable by 


Section would be 
were 
second amendment would not seem to 
have much significance, since under the 
laws of 
effectively exercise a power of appoint- 
ment by deed. 


most states a minor cannot 


Presumably, the statute was not in- 
tended to provide an exclusive method 
of making gifts of present interests to 
minors. The Finance Committee Report 
refers to “a certain type of gift to a 
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Based on a paper in MAgor TAx PLAN- 
NING OF 1956 (Cite: 1956 So. Calif. Tax 
Inst.) published by Matthew Bender & 
Co., Albany 1, N. Y. and copyright by 
University of Southern California School 
of Law. This Institute, the proceedings 
of which are available in book form under 
the above title, was largely devoted to 
the drafting of model tax forms and pre- 
cisely worded clauses to carry forward 
good tax planning under the 1954 In- 
ternal Revenue Code. Citations will be 
found in this volume. 








minor which will not be treated as a 
eift of a future interest.” We can, there- 
fore, assume that prior law will continue 
to govern transfers which do not com- 
ply with the strict requirements of Sec- 
tion 2503(c). 

lt will be observed that the statute 
covers all types of gifts,whether outright, 
or in trust, or to a guardian, or other- 
wise, and that in some respects the case 
law has been modified. For instance, it 
is no longer necessary that income be 
However, there 
must be provision for invasion of prin- 


distributed currently. 


cipal, the payment of income alone not 


being sufficient. In this respect the 
former rule has been rejected. 
Choice of Trustee 

Undoubtedly, the regulations will 


shed valuable light on many of the 
shadowy areas hereinafier discussed. It 
is recommended that the ensuing analy- 
sis and the suggested trust forms be 
re-examined in the light of the regula- 
tions when they are promulgated. 

A necessary consideration in planning 
a proposed trust is the choice of a trus- 
tee. Since the corpus of a Section 2503- 
(c) trust will, at least initially, be small, 
the use of a corporate trustee will gen- 
erally not be practical. Of course, from 
the tax standpoint, a corporate trustee 
does not give rise to the many tax prob- 
lems which may present themselves if 
an individual trustee is named. 

There are no adverse income tax con- 
sequences if the donor is trustee. The 
only situation where a donor-trustee will 








be taxed on the trust income is when, 
and to the extent that, he actually ap- 
plies trust income for maintenance of 
the beneficiary, whom he is legally ob- 
ligated to support. The “fact that the 
donor possesses the power as trustee to 
accumulate or distribute income does 
not result in taxing it to him. Neverthe- 
less, the donor should not be the trus- 
tee, since, if he is, the trust property 
will be included in his gross estate for 
estate tax purposes. In order to qualify 
under Section 2503(c) the trustee must 
have full power to distribute all prin- 
cipal, and, therefore, to terminate the 
trust. Possession of such a power would 
sweep the corpus into the donor-trus- 
tee’s gross estate under Section 2038 (a) 
(1). which taxes trusts with a retained 
power to terminate in the settlor. 


There are no tax dangers in naming 
the donor’s wife as trustee, except that 
she may be taxed on the income actu- 
ally used to support the minor child if, 
under state law, the wife has a legal 
obligation to support such child. The 
selection of the minor 
adult brother or sister would present 


beneficiary's 


no tax problems. 


Unless specifically sanctioned by the 
regulations, the required discretion to 
expend the income and principal for 
the minor’s benefit, should not be grant- 
ed to a third person but should be 
vested solely in the trustee. 


Choice of Property 


Often it will be desirable to transfer 
property which is currently non-income 
producing, such as closely held stock 
or land. This would appear to be per- 
missible so long as the trustee is not 
directed to retain such property. This 
result would seem to follow from the 
somewhat analogous rules concerning 
the assets of a power of appointment 
marital deduction trust. The regulations 
should cover this area. 


The Commissioner recently held in 
Rev. Rul. 55-408 that a gift of a life 
insurance policy and the subsequent 





TRUSTS AND ESTATES 

























fer 
me 
ck 
er- 
10t 
his 
the 
ing 
ent 
ons 


im 
life 
ent 











payment of premiums thereon were gifts 
of present interests entitled to the ex- 
clusion, although the policy had no 
presen: cash surrender value. This was 
a ruling under the 1954 Code, and it 
may be some indication that the forth- 
coming regulations will approve the 
transfer to, and holding by Section 
2503(c) trusts of l'fe insurance policies. 
Such a result would be highly important 
in the general estate planning field, since 
the elimination of the premium pay- 
ment test provides a powerful induce- 
ment for donative transfers of life in- 
surance. However, if trust income is 
used to pay premiums on a policy on 
the donor’s life, the income may be 
taxed to the donor under Section 677- 
(a) (3). 


Restrictions on Discretion 


Unless the regulations permit, it is 
recommended that there be no limita- 
tions or fixed standards on the trustee’s 
discretion to distribute or accumulate 
income or to invade corpus. It may be 
argued that a direction to use income 
and principal for support of the minor 
inferentially relieves the father of his 
support obligation and, therefore, bene- 
fits the father as well as the minor. In 
such event the trust would not be sole- 
ly for the minor’s benefit, and the terms 
of the Section 2503(c) would be viola- 
ted. Further, if the father is trustee and 
in such capacity he has the power to 
use income and principal for his minor 
child’s support, the father may he 
deemed to have a general power of 
appointment for estate tax purposes, 
since he can, by exercise of such power. 
discharge his obligation to support. The 
trust would therefore be includible in 
the father’s gross estate under Section 
2041. 


Avoiding Distribution at 21 


The most serious drawback of a 
Section 2503(c) trust is the necessity of 
completely distributing the trust estate 
to the beneficiary at age 21. 

Since the statute provides that the 
property “pass to the donee on_ his 
attaining the age of 21 years,” it is 
unlikely that the mere grant to the 
donee of the unqualified right to de- 
mand all income and principal at any 
time after attaining 21 will suffice. How- 
ever, it may be permissible to provide 
that the donee, on attaining majority, 
can affirmatively request the trustee to 
continue the trust for a specified addi- 
tional period of time. In substance, the 
donee would be creating a new trust. 
The donor might in such circumstances 
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be willing to rely on the probability 
that the donee could be persuaded to 
continue the trust. Neither device can 
be considered safe, however, unless and 
until sanctioned by the regulations. 


Death Before Majority 


A provision for payment of all ac- 
cumulated income and principal to the 
minor’s estate upon his death prior to 
reaching 21 is clearly sufficient. It is 
doubtful whether a direct transfer to 
the minor’s heirs or legatees, without 
actual administration of the assets in 
the minor’s probate estate, is permissible. 


The statutory language leaves some 
room to argue that the grant of a gen- 
eral power to appoint by will plus a 
gift over to third persons in default 
of a valid exercise of the power would 








“Have you got one with a lower 
premium and less peace of mind?” 











satisfy Section 2503(c) (2) (B). How- 
ever, such a result would violate the 
Congressional purpose to insure that no 
other person has an interest in the 
property. In most states a minor can 
make a valid will, and thereby exercise 
a testamentary power of appointment, 
if at all, only on reaching a specified 
age such as eighteen. Where the donee 
is under such age, the takers in default 
will always receive the trust estate at 
the minor’s death. 


It is the writer’s opinion that in the 
absence of a valid exercise of the 
power by the minor, his estate should 
be named. The regulations will un- 
doubtedly cover this point, but the 
chances are slight that they will permit 
the naming of takers in default where 
the minor could not effectively exer- 
cise the power. Therefore, considera- 
tion should always be given to the local 
statutes of descent and distribution 
which will operate to return the prop- 
erty to the donor, if the donor is the 
minor’s heir. Thus, the donee’s death 
during minority would frustrate the 
whole plan of reducing the donor’s es- 





Such a result would be 
particularly serious where life insur- 
ance policies on the donor’s life had 
been transferred to the trust. 


tale by gifis. 


Suggested Provisions for 


Section 2503(c) Trust! 
Dis positive Provisions 


Section 1. The trustee shall hold, 
manage, invest and reinvest said prop- 
erty and any additional property which 
shall be added by any person in any 
manner to the trust herein created for 
the sole benefit of ————(daughter of 
the settlor, born yand may dis- 
tribute to, or apply -for the sole bene- 
fit of, , until she attains the age 
of twenty-one (21) years, so much of 
the income and principal, at such time 
or times and in such amounts and man- 
ner as the trustee, in her sole discretion, 
shall determine. Any amount which the 
trustee shall determine not to use may 
be accumulated as income or may be 
added to the principal, as the trustee 
shall deem best. 


Section 2. When ———— attains the 
age of twenty-one (21) years, this trust 
shall terminate, and the entire property 
then remaining in trust (both principal 
and income) shall be paid over to her, 
free and discharged of all trust. 

Section 3. Should — die before 
attaining the age of twenty-one (21) 
years, the entire property then remain- 
ing in trust shall be paid over to the 
person or persons who shall be appointed 
to administer her estate, to be disposed 
of as a part of such estate. 





(Alternative Dis positive 
Provisions ) 


Section 2. When —~——— attains the 
age of twenty-one (21) years, this trust 
shall terminate, and the entire property 
then remaining in trust (both principal 
and income) shall be paid over to her, 
free and discharged of all trust; pro- 
vided, however, that if should so 
request the trustee in writing within 
thirty (30) days after her 21st birth- 
day, the trustee shall continue the 
trust until she attains the age of thirty 
(30) years or until her death, which- 
ever event first occurs, paying all of 
the income to at quarter-annual 
or more frequent intervals, and distribu- 
ting to her such amounts of principal 
as she may demand in writing at any 
time and from time to time. Upon 
———’s attaining the age of thirty (30) 
years, the trustee shall distribute to her 
the entire property then remaining in 
trust, or, in the event should die 
prior to attaining the age of thirty (30) 
years, the entire property then remain- 
ing in trust shall be distributed in the 
manner provided in Section 3.2 


1Many of the provisions deal with problems 
which will be covered by the regulations and the 
authors of the regulations may not agree with the 
writer’s conclusions. 

2It is the writer’s opinion that this provision 
complies with the requirement that the property 
“will pass to the donee on his attaining the age of 
21 years.’”’ However, its use is not recommended 
unless the regulations indicate approval. 
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Section 3. Should die before 
attaining the age of twenty-one (21) 
years, the entire property then remain- 
ing in trust shall be paid over to such 
persons and in such manner as 
may appoint by her last will and testa- 
ment, duly admitted to probate by a 
court of competent jurisdiction, regard- 
less of whether or not this trust or this 
power of appointment is specifically re- 
ferred to by the terms of such will; pro- 
vided, however, that this power of ap- 
pointment can be exercised by ———— only 
in the event that she is over the age of 
eighteen (18) years at the time of ex- 
ecuting such will. Should die be- 
fore receiving distribution of the entire 
trust and without validly exercising the 
foregoing general testamentary power 
of appointment, then the trustee shall 
distribute the entire property then re- 
maining in trust to the person or per- 
sons who ‘shall be appointed to admin- 
ister her estate, to be disposed of as a 
part of such estate. 








Irrevocable Trust 


This trust is irrevocable and the 
settlor shall have no right whatsoever to 
alter, amend, revoke or terminate the 
trust, in whole or in part. It is the 
settlor’s intention that the trust income 
shall not be considered his income for 
income tax purposes and that no part 
of the trust shall be included in his 
gross estate for estate or inheritance tax 
purposes, and, therefore, the settlor shall 
have the right at any time to release, 
renounce or disclaim any right, power or 
interest which might be construed or 
deemed to defeat such intention. Neither 
the creation of this trust nor any dis- 
tribution of income or principal hereof 
shall be deemed or considered to dis- 
charge or relieve the settlor from his 
obligation to support 


Spendthrift Clause 


The interest of any beneficiary in the 
income or principal of this trust shall 
be free from the control or interference 
of any creditor of a beneficiary or any 
spouse of a married beneficiary, and 
shall not be subject to attachment or 
susceptible of anticipatien or alienation. 





Powers of Trustee 


(In the interest of brevity the general 
powers of the trustee are not set forth. 
Commingling of trust assets with assets 
of other trusts should not be permitted, 
nor should the trustee be authorized or 
directed to retain non-income producing 
assets or to invest in such assets. In 
order to avoid taxation of the income 
to the donor under Section 675 (dealing 
with certain administrative powers) 
and Section 677 (dealing with income 
used for the grantor’s benefit) the fol- 
lowing restrictions on the trustee’s 
powers are suggested: ) 

The foregoing powers are subject to 
the following restrictions: No loans shall 
be made without full and adequate se- 


8To be used where state law permits minor to 
make will after reaching 18, and it is desired to 
use general power of appointment. 
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curity being received and full current 
rates of interest being charged; all sales, 
purchases, exchanges or other dealings 
with the trust property shall be made 
for full and adequate consideration in 
money or money’s worth; and no part 
of the trust principal or income shall 
be applied to the payment of premiums 
on policies of insurance on the life of 
the settlor. 


Provisions Regarding Trustee 


No bond or surety shall be required 
of any trustee who shall serve hereun- 
der. 


Any trustee may resign by an instru- 
ment in writing and appoint any person, 
firm or corporation (other than the sett- 
lor or any firm or corporation in which 
he has an interest) as successor trustee. 
In the event of the trustee’s death, inca- 
pacity or failure to so appoint a suc- 
cessor trustee after resigning, the 
Bank shall act as successor trustee. 





Any successor trustee shall have and 
may exercise all the rights, powers, du- 
ties and discretions conferred or im- 
posed on the original trustee. 


No one dealing with the trustee need 
inquire concerning the validity of any- 
thing she purports to do or see to the 
application of any money paid or prop- 
erty transferred to or upon the order 
of the trustee. 


No successor trustee shall be obliged 
to examine the accounts and actions of 
any previous trustee, nor shall any suc- 
cessor trustee be responsible in any way 
for any acts or omissions of any previ- 
ous trustee. No trustee shall be liable 
for any act or omission, unless the same 
be due to such trustee’s own willful 
default. 


Manner of Making Distribution 


The trustee may make any payments 
hereunder, directly to the beneficiary, 
or to the guardian of her person, or to 
any other person deemed suitable by the 
trustee, or by direct payment of such 
beneficiary’s expenses. 


Obtaining Ruling on Trust 


Generally, a 2503(c) trust will be 
used where the donor desires to embark 
on a long-term program of small an- 
nual gifts. Therefore. cautious counsel 
may consider the advisability of mak- 
ing a nominal gift to the trust on its 
creation, and then requesting an imme- 
diate ruling as to whether the trust 
qualifies under Section 2503(c). It is 
the author’s understanding that the 
Service will not render advance rulings 
on gift tax matters, so that an actual 
transfer must be made in order to ob- 
tain a ruling. 


When making gifts of closely held 
stock it might also be advisable to make 
annual gifts in amounts slightly in ex- 
cess of the $3,000 exclusion and accord- 
ingly pay a small tax in order to claim 


protection under new Section 2504(c) 
against a subsequent revaluation of the 
transferred assets by the Service. Al- 
though the application of Section 2504- 
(c) will not prevent a later claim by 
the government that no exclusion was 
allowable in the prior year, the necessity 
of filing a return if the gift exceeds 
$3,000 would commence the running of 
the statute of limitations. 


Section 2503(b) Trusts 


In addition to treating gifts to minors 
in the 1954 Code, Congress repealed 
the rule of Evans v. Comm., 198 F. 2d 
435 (3rd Cir. 1952) by inserting the 


following sentence in Section 2503(b) : 


“Where there has been a transfer 
to any person of a present interest 
in property, the possibility that such 
interest may be diminished by the 
exercise of a power shall be disre- 
garded in applying this subsection, if 
no part of such interest will at any 
time pass to any other person.” 


The example contained in the Finance 
Committee Report illustrates the appli- 
cation of this language. 


Suppose a trust is created with in- 
come payable to A for life, remainder to 
B, and the trustee is given uncontrolled 
discretion to pay all or any part of the 
principal to A at any time. Under the 
Evans decision, A’s income right would 
be a future interest, since its value is 
indeterminate in view of the trustee’s 
power to invade principal. Under Sec- 
tion 2503(b), however. this would be a 
present interest entitled to the annual 
exclusion. A’s income interest may be 
diminished by exercise of the power to 
invade principal, but nothing passes to 
any third person. 


An apparently unintended result of 
this change is that a trust permitting 
discretionary accumulation of income 
will qualify in part as a present inter- 
est, so long as no other person has any 
interest in the property. 


Example: Income to A until A 
reaches 30, then principal to A if 
then living, otherwise to B. Prior to 
A’s attaining 25, T is given the dis- 
cretion to accumulate the income but 
all such accumulations must be paid 
to A on his reaching 25 or to A’s 
estate if he dies prior thereto. 


In such a case A’s income interest 
will represent a substantial poriion of 
the value of the property if A is young. 
and such interest is presumably a pres- 
ent interest. While ihe Committee Re- 
ports obviously contemplated the situ- 
ation where A’s interest was diminished 
by a power to invade principal the 
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statute refers merely to a “power.” A’s 
income interest may be diminished by 
the exercise of a power (i.e. T’s power 
to accumulate) but no part of such in- 
terest will pass to any other person. 


While the full value of the property 
transferred will not qualify for the ex- 
clusion under Section 2503(b) because 
the value of the income interest will 
always be less than the full value, 
nevertheless, in many cases the income 
interest will be ‘substantial, and a 
2503(b) trust may present an acceptable 
alternative for those donors who desire 


to obtain the exclusion but who do not 
want the property distributed to the 
beneficiary at twenty-one. 


Based on the tentative regulations 
already promulgated in other areas un- 
der the new Code, we can expect forth- 
coming Treasury regulations to provide 
clear and reasonable answers to many 
of the questions facing the draftsman 
of a Section 2503(c) trust. In the 
meantime the writer hopes the sugges- 
tions herein will assist counsel for the 
donor who cannot (or will not) wait for 
the official interpretation. 








Estate Planning Institute 


More than 200 trustmen, attorneys, 
underwriters and accountants attended 
the fourth Estate Planning Institute held 
December 1-2 at the University of Geor- 
gia under the joint sponsorship of the 
University and the respective profes- 
sional associations. The registrants heard 
lectures and panel discussions on trus- 
tee management of close corporations, 
preparation of wills, corporate divisions 
and estate planning, short term trusts, 
insurance in estate problems, and pen- 
sion plans for small corporations. 
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. $210,919,640.05 
15,274,040.69 
363,506.65 
a ee a 1,500,000.00 
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Florida Trustmen Hold 
Enthusiastic Session 
The Fall Conference of the Florida 


Bankers Association Trust Division was 
held in Orlando. December 1-2, with 
an attendance of 52 trustmen repre- 
senting 35 out of the 44 active trust 
departments in the State, and one that 
was to become active in January. 


After a business meeting that set 
forward many Division activities, Dean 
Houk, trust officer of Union Trust Co., 
St. Petersburg, led a discussion on 
Promoting Relations with the Bar, and 
the evening speaker on the opening day 
was Henry A. Fenn, dean of the College 
of Law, University of Florida, Gaines- 
ville. 

On Friday morning, a brief business 
meeting was followed by two discussion 
periods lasting an hour each, and sepa- 
rated by a coffee break. Edward F. 
Swenson, vice president and trust in- 
vestment officer of First National Bank, 
Miami, led the consideration of Invesi- 
ments, and Warren Foster, trust officer 
of Broward National Bank, Fort Lauder- 
dale, presided over the period on Trust 
Department Operations. 


After luncheon the conference dis- 
cussed Business Development under the 
leadership of William L. Pullman, as- 
sistant trust officer of Security Trust 
Co., Miami, and Costs and Compensa- 
tion with Thomas E. Camp, III, trust 
officer of Barnet National Bank, Jack- 
sonville, presiding. The discussion lead- 
ers on both days were committee chair- 
men of The Trust Division. 


The fimal hour was given to a sum- 
mary of the conference. Trust Division 
Chairman Fred T. Tinsley, who is 
trust officer of The First National Bank 
in Leesburg, reported to T.&E. that 
everyone felt a real milestone had been 
set in the development of the Division, 
and one man called it “one of the finest 
meetings in the history of the associa- 
tion.” 





Fred T. Tinsley, Chairman FBA Trust Divi- 
sion; Henry Toland, Secretary FBA Trust 


Division; and C. B. McLeod, President, 
Florida Bankers Association. 
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New England Trust Conference 
Held 


The 22nd New England Trust Con- 
ference sponsored by the Corporate Fi- 
duciaries Association of Boston was 
held in that city on December 2. Fol- 
lowing the opening remarks by associa- 
tion president John G. Cushman, who is 
vice president of Old Colony Trust Co., 
Thaddeus R. Beal of the law firm of 
Herrick, Smith, Donald, Farley & Ket- 
chum described the application of the 
1954 Internal Revenue Code to short 
term trusts and trusts for minors. A 
panel moderated by J. Philip Smith, 
vice president of Second Bank-State 
Street Trust Co., considered the general 
business outlook, interest rates and in- 
vestments for trust funds, with particu- 
lar reference to the railroad industry. 
Participants in this discussion were 
Harry W. Anderson of The Merchants 
National Bank, E. Linwood Savage of 
The New England Trust Co., William 
W. Wolbach of Boston Safe Deposit and 
Trust Co., and Paul I. Wren of Old 


Colony Trust Co. 


Life insurance in estate planning was 
the subject of a talk by Charles B. Mc- 
affrey, Director of Advanced Under 
writer Training at Northwestern Mutual 
Life Insurance Co. The dinner speaker 
was Arthur R. Upgren, Dean of the 
Amos Tuck School of Business Admin- 
istration at Dartmouth. (See page 32.) 
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Trust Council Activities 


December meetings reported to T&E 
include: 

New Haven — A new law designed to 
facilitate gifts of securities made to 
minors, which was recently passed by 
the Connecticut legislature, was dis- 
cussed by Fred Klein, New Haven estate 
and tax attorney. The new law is one 
that was introduced in many states 
through the efforts of Keith Funston, 
president of the New York Stock Ex- 
change, and has been passed by eight 
states. 


Northeast Florida — W. Gibbs Mce- 
Kenney, Baltimore attorney, discussed 
“Estate Planning for Business Men”. 
McKenney is co-author of the monthly 
bulletin Taxes and Estates. 


Columbus, Ga. — At the December 
annual meeting, the following officers 
were elected: Pres. — C. Alex Sears, Jr., 


vice president and trust officer, First Na- 
tional Bank; Vice Pres. — Roscoe 
Thompson, attorney; Sec’y. — Leo J. 
Leonard, accountant: Treas. — John 





The Chase Manhattan Bank announced last 
month tentative plans for a modern head 
office building surrounded by an expansive 
open plaza on a two-square-block area in the 
heart of the financial district, the building 
to be probably between 50 and 60 stories. 
In announcing the plan, John J. McCloy, 
chairman of the board, emphasized that a 
number of important steps, including dis- 
posal of certain existing properties of the 
bank and approval on the part of city offi- 
cials, as well as the bank’s board of direc- 
tors, would be necessary before contracts 
could be signed and construction started. 
Photo shows “aerial view” of block model of 
proposed project from east. In foreground 
is planned 1,000-car parking garage. Pyramid- 
topped building to left of plaza is 40 Wall 
Street; massive wedge-shaped building to 
right is Federal Reserve Bank. 





Walden, Massachusetts Mutual Life In- 
surance Co. 


Indianapolis — Annual elections were 
held in December and the members en- 
joyed E. F. “Andy” Andrews speaking 
on “Why Laugh?” 


Baltimore — Clarence D. Long, pro- 
fessor of economics at Johns Hopkins 
University, and senior staff member on 
President Eisenhower’s Council of Eco- 
nomic Advisers in 1953 and 1954, spoke 
on “Are We Learning to Control Re- 
cessions ?” 


Central New Jersey — Earl R. Hud- 
son, president of Kennedy Sinclaire, 
Inc., New York, addressed the Decem- 
ber 7 meeting in Red Bank. 


Philadelphia — Charles B. McCaf- 
frey, director of advanced underwriters 
training, Northwestern Mutual Life In- 
surance Co., spoke on “Planning with 
Trusts and Life Insurance”. 


Milwaukee — Professor W. D. Knight, 
director, Bureau of Business Research 
and Service, School of Commerce, Uni- 
versity of Wisconsin, spoke on “The 


Long Range Price Outlook.” 
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For 1955 Tax Returns 





FIVE YEAR THROWBACK RULE IN ACTION 


SAMUEL J. FOOSANER 


Foosaner, Saiber & Schlesinger, Newark, New Jersey 





With the five-year throwback rule 
applicable for the first time to income 
tax returns for 1955, we asked our Fed- 
eral tax editor to present this example 
of the operation of the rule. 











ERHAPS THE MOST DIRECT APPROACH 
Px viewing the Five Year Throw- 
back Rule in operation lies in the pres- 
entation of a hypothetical case and the 
posing of questions. 


Problem: 


H provided in his will that half of 
his estate should be held in trust. T, 
the Trustee. was given complete discre- 
tion to pay as much income and princi- 
pal as he deemed advisable for the bene- 
fit of H’s wife. W. and his son, S, who 
was twenty years old in 1955 when H 
died. 

The trust has a corpus of approxi- 
mately $200,000 which can be expected 
to earn $8,000 annually. Generally, T 
will disburse part of the income annu- 
ally for W and S. In some future year, 
however, the accumulated income may 
be distributed to S. 


How might the plan created by H 
through his will affect S when a dis- 
tribution of accumulated income is 
made? 


Definition of Terms: 


In using the Throwback Rule the 
meaning of the following key terms 
should be considered: 


A. Distributable Net Income — Tax- 
able income of the trust for each year 
after considering the following adjust- 
ments: 


1. No deduction for trust distribu- 
tions of current or accumulated 
income allowed under Internal 
Revenue Code Sections 651 and 661. 


2. No deduction for personal ex- 
emption. 

3. Capital gains and losses, if they 
are allocated to corpus and not 
required to be distributed to the 
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beneficiary during the current 
year, are excluded. 

4. Extraordinary dividends or stock 
dividends which the trustee allo- 
cates to corpus are excluded. 

5. Tax exempt interest is added back. 

6. Dividends up to $50 normally ex- 
cluded are added back. 


3. Undistributed Net Income — The 


amount of “distributable net income” 
which exceeds (1) the deduction allow- 
ed for taxable income required to be 
distributed in the current year, and 
(2) any other property paid or cred- 
ited or required to be distributed in the 
current year, plus (3) the amount of 
taxes imposed on the trust. 


C. Accumulation Distribution — 


1. Take the “distributable net 
income” and deduct the amount required 
to be distributed during the year under 
the trust agreement or will. 


2. The amount credited to a 
beneficiary or. distributed over and 
above that required to be distributed 
(thus prior years’ accumulations dis- 
tributed currently) is reduced by any 
of the following: 


(a) Income accumulated before the 
beneficiary was born or before he 
reaches 21. 

(b) Amounts paid to meet “emerg- 
ency” needs of the beneficiary. 

(c) An amount paid because the bene- 
ficiary reached a specific age. 

Provided: 

( i) The total number of distri- 
butions is no more than four, 
and 

(ii) Each distribution is more 
than four years apart, and 

(iii) The will or trust instrument 
requires the distribution, and 

(iv) If the payment is a part of 
the final distribution of the 
trust and this final distribu- 
tion is being made more than 
nine years after the last con- 
tribution to the trust. 


3. If 2. above is greater than 1. 
above, the excess is called “accumula- 
tion distribution.” 


If a trust distribution in a particular 
vear is considered to be an “accumula- 
tion distribution,” then the following 
will occur: 


A. It is considered a distribution of 
trust property in excess of that current- 
ly required to be distributed. 


B. The “accumulation distribution” is 
treated as if it were made and taxable 
in each of the preceding five years as 
follows: 


1. The “throwback” to each prior 
year begins with the first preced- 
ing year. 

2. The amount of the “throwback” 
in each prior year is limited by 
the “undistributed net income” 
for that year. The excess of “ac- 
cumulation distribution” over “un- 
distributed net income” for the 
first preceding year is thrown 
back to the second year, etc. (be- 
ginning with 1954). 

3. In addition to the throwback of 
an “accumulation distribution,” 
taxes paid by the trust in the 
prior years are also treated as 
distributions. 

(a) If the throwback equals or is 
greater than the “undistribut- 
ed net income” in any of the 
five preceding years, the total 
tax is considered as if it also 
were distributed. 


(b) If the throwback is less than 
“undistributed net income” in 
any year, a portion of the tax 
is considered a distribution. 

(i) The ratio of “accumulated 
distribution” to “undistribu- 
ted net income” is applied 
to tax paid in such a year. 


C. Effect Upon Beneficiary : 


1. All throwback distributions of 
both “accumulation distributions” and 
tax are included in the beneficiary’s 
current income. 

However, 

2. The beneficiary’s tax is limited 
to the amount of tax he would have 
to pay in each of the previous five years, 
as if the income were distributed when 
earned instead of being accumulated. 
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3. Any tax paid by the trust dur- 
ing the throwback years which would 
have been saved if distributions had 
been made at that time instead of their 
being accumulated, will be credited 
against the beneficiary’s tax liability 
because of the operation of the Throw- 


back Rule. 
Example: 

Assume that the trust for W and S 
will have the following activity: 


Income 
Distributable Distributed 


Year Net Income by T Accumulation 
1955 $8,000 $ 3,000 $ 5,000 
1956 $8,000 $ 3,000 $10,000 
1957 $8,000 $ 3,000 $15,000 
1958 $8,000 $ 3,000 $20,000 
1959 $8,000 $ 5,000 $23,000 
1960 $8,000 $ 5,000 $26,000 
1961 _ $8,000 $34,000 — 


Assume that the $34,000 is distribu- 
ted to S in 1961 and is considered an 
“accumulation distribution” to the fol- 
lowing extent: 


Total distribution ___. _. $34,000 
a. Required to be 

distributed ewes none 
b. _Accumulations prior 

to attaining age 21 _._. $ 5,000 
Current year distributable _ $29,000 
Net income for 1961 $ 8,000 
Accumulation distribution $21,000 


Income Reportable by S in 1961 


1. Distributable net income 

for gen 2). BS BOO 
2. Accumulation distribution $21,000 
3. Federal income taxes paid 

by the trust during the 

throwback years (estimated) $ 4,000 


ENE ee ee $33,000 


To the extent of the. undistributed 
net income for each of the preceding 
five years, a portion of the $21,000 as 
well as the trust income tax will be 
treated as if it were received by S in 
those years. 


S’s tax liability will have to be com- 
puted for each of the five prior years 
by adding the throwback income plus 
the tax to the amounts actually reported. 
The tax paid by the trust and included 


in S’s income then will be credited 
against the tax as re-computed. The sum 
of the tax liability in excess of that al- 
ready paid for the five throwback years 
will represent S’s additional liability for 
1961. 


Avoidance of Throwback Rule 


Many situations will present them- 
selves where it will be sought to avoid 
the Five Year Throwback Rule. There 


are two basic approaches: 


1. A trust may provide for four 
distributions of fixed dollar amounts 
during its existence. Each of these dis- 
tributions should be more than four 
years apart and should be payable from 
both accumulated income and principal 
without restriction. The use of percent- 
ages or proportionate shares of the 
trust to measure distributions, which 
procedure had been popular in trust 
and will draftsmanship, is not a satis- 
factory substitute fixed 
amounts. 


for dollar 


2. A series of trusts, each to termi- 
nate at a specified age of the beneficiary. 
may be created. The first trust termina- 
tion date should be at least nine years 
after the death of the grantor unless the 
accumulated income of that trust will 
consist principally of income accumula- 
ted either prior to the beneficiary’s 
birth, or prior to his attaining age 
twenty-one years. As a corollary to this 
arrangement, the trust provisions might 
require a partial distribution of income 
annually from each trust so that the 
total annual income distributions will 
satisfy the beneficiary's minimum re- 
quirements. 


The Five Year Throwback Rule has 
limited the facility with which a trus- 
tee could accumulate income in_ the 
trust during years when the benefici- 
ary’s other income may have been sub- 
stantial, so that taxable distributions 
could be made during the beneficiary’s 
less lucrative years. For an adult bene- 
ficiary who may have enjoyed substan- 
tial income from other sources during 
the throwback years, avoidance of the 
Throwback Rule would cause consider- 
able tax savings. 





An Executor With Unlimited Duties 


It may be possible that a man not especially trained for the job of 
executor may go far beyond the line of duty. We were reminded of this 
when we read about two lanky mountaineers down in the feudin’ country 
of Kentucky. One looked at the other with a puzzled expression and 


inquired: 


“Look here, David, what do you mean by shootin’ at me? I ain’t 


got no quarrel with you.” 


“You had a feud with Abe Gordon, didn’t you?” asked the other. 


“Sure, but Abe’s dead.” 


“Well,” was the stern reply, “I’m his executor.” 
Thomas Dreier, quoted in Case & Comment 


TRUSTS AND ESTATES 





——Eaaa_Vvawv~HN & 


$ 





le 





—1——++ 








STANDARD FEDERAL 
TAX REPORTS 


Timely CCH Tax Helps... 


Old law, new law, the accepted reporter on federal taxes for reve- 
nue —“for the man who must have everything.” Swift weekly 
issues report and explain unfolding federal tax developments. 
Current subscription plan includes seven loose leaf Compilation 
Volumes and companion Internal Revenue Code Volume. 


Compact and understandable, here is the dependable reporter 


FEDERAL TAX on the federal taxes of the ordinary corporation, the average AN 


individual, partnership, trust or estate. Two loose leaf Compi- 


GUIDE REPORTS lation Volumes included without extra charge start sub- 


PENSION 
PLAN GUIDE 


scribers off right. Up to date throughout; indexed to a “T.” 


A specialized reporter for all concerned with drafting, quali- 

fying for federal tax exemption, operating and administering ® 
employee-benefit plans. Regular releases make clear the how, 

what and why of statutory and practical requirements that 

shape and mold private programs. Includes Group Plans, Ex- 

ecutive Compensation Plans, Fringe Benefits, Investing Trust 

Funds, Payment of Benefits, Guaranteed Annual Wages. One 

loose leaf Volume included. 


Dependable analysis of income tax results to investors of reorgan- 
SINCLAIR- MURRAY t 


CAPITAL CHANGES apparent the exact tax effect and basis of completed transactions. \ 


PAYROLL 
TAX GUIDE 


1956 CCH FEDERAL TAX COURSE 
Ideal for “brush-up,"’ for refer- 
ence, for training juniors, for 
easy grasp of federal income 


taxes today. 1138 pp., 8”x 10”, 
$14.75. 


January 1956 


izations, exchanges, rights, and other corporate changes. Makes 


In three Volumes, alphabetically arranged by company name to 


REPORTS show capital changes histories of over 12,000 corporations. With 


continuing Reports of pertinent developments. 


For dependable, continuing help in handling payroll problems 
involved under federal income tax withholding, federal social 
security taxes, federal wage-hour regulation, state and local 
withholding. No law texts, no regulations — but featured are 
plain-spoken explanations of “payroll law.” Encyclopedic 
Compilation Volume included. 


Write for Details 1956 U.S. MASTER TAX GUIDE 
COMMERCE. CLEARING, HOUSE,. INC.. Sayed en Seteraet Revenue O00e 
AAR EAGLE ANUS UANSAIVUASVSESAAARANANS | ARAAAANIAANSIURAARARS ARAMA as amended, rulings, regulations, 

PUBLISHERS of TOPICAL LAW REPORTS etc. With explanations, rates, 

4025 W. PETERSON AVE. 522 FIFTH AVE. _—‘1329 E STREET, N. W. peeetage ey Aiea aie 

CHICAGO 30 NEW YORK 36 WASHINGTON 4 432 pp., 6"x 9”, $3. 


19 








Tax Planning as Affected by 


Close Corporation Interests 


WILLIAM L. KUMLER 


Member of California State Bar, Los Angeles 


HOUGH TRAPS FOR THE UNWARY 

lurk in the forest of securities is- 
sued by large publicly held corporations, 
it is in the area of family group corpo- 
rations where the impact of the new 
rules in the game of tax planning is 
most noticeable. In planning the tax 
consequences of gifts or bequests, 
whether directly or through the mecha- 
nism of a trust, it is no longer sufficient 
to know that husband and wife own 
certain shares of stock. It is essential 
to know how such shares were acquired, 
from whom, and which other members 
of the family also own such shares, or 
will own them after the plan is effected. 


The most far-reaching thing that the 


1954 Code has done, in the case of 
corporate shareholders, has been to 


greatly minimize the separate identity 
of members of a family group as indi- 
vidual taxable entities. It proceeds from 
the premise that transactions between 
members of a family involving the stock 
of a family corporation are tax avoid- 
ance plans unless shown to the satisfac- 
tion of the Commissioner to be to the 
contrary. This somewhat shocking pol- 
icy concept is implemented by carrying 
into the general corporate shareholder 
area. rules of attributed stock owner- 
ship similar to those which heretofore 
have been applied only for the purpose 
of determining whether a corporation 
is a personal holding company. 


Section 318 provides that a share- 
holder is to be regarded as owning any 
stock of a corporation which is owned 
by his ‘or her spouse, parents, children 
or grandchildren. He is also regarded 
as owning his proportionate share of 
any stock owned by (1) a partnership 
of which he is a member, (2) a trust 
or estate of which he is a beneficiary, 
and (3) with certain limitations a 
corporation of which he is a share- 
holder. By reason of the operation of 
these rules a wide variety of unpleasant 
consequences may flow from hastily and 
carelessly formulated family transac- 
tions in corporate stock. 
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Two Categories 


Generally speaking the rules of Sec- 
tion 318 have significance with respect 
to two principal categories of transac- 
tions: 


(1) The reacquisition by a corpo- 
ration of its own stock from a share- 
holder. 


(2) The sale or other disposition of 
“section 306 stock.” The term “sec- 
tion 306 stock,” also new in the 1954 
Code, refers to stock (other than com- 
mon) which has been issued as a tax 
free stock dividend on common, or 
which has been received in a tax free 
reorganization in such a manner as 
to constitute the equivalent of a tax 
free stock dividend. 


The variety of situations affected by 
these new rules is almost endless. Most- 
ly, however, they will fall into the first 
category. 


The troubles of shareholders in close- 
ly held corporations commonly arise 
when there is a need or desire on the 
part of one of the family to obtain 
funds from the corporation for personal 
use. Unlike the case of stock issued by 
public corporations, there is frequently 
no market for a small portion of the 
stock of a family corporation. Not only 
do the members of the family group 
take a dim view of sales to outsiders, 
but few strangers are willing to buy 
into a minority position. Faced with 
these difficulties they will seek advice as 
to how they may avail themselves of 
accumulated capital of the corporation 
without being compelled to pay heavy 
taxes on dividends. When this occurs 
the wisdom of previous tax planning 
will be put to the acid test. 


Supposititious Case 


By way of example let us suppose 





This article is based upon a paper 
presented at the 1955 Forum on Tax 
Problems Affecting a Family Estate, 
sponsored by Title Insurance and 
Trust Co. of Los Angeles. 











that, for reasons suitable in 1955. John 
and Mary make gifts of shares of Smith 
Corporation to their son Bill, their 
daughter Ellen, and perhaps, also, to 
Bill’s children. All goes well until 1957 
when Ellen marries Alex. For no reason 
pertinent here, Bill and Alex possess 
a mutual dislike for one another which 
makes cooperation as employees of 
Smith Corporation impossible. Further, 
Alex has a business of his own with 
good possibilities that can only be 
brought to fruition by additional financ- 


ing. 


Ellen is a loving and dutiful wife and 
is willing to stake part of her personal 
fortune to back his hand. Unfortunately 
John Smith’s affairs, at the moment, are 
in such a posture that he can neither 
loan Ellen the funds nor buy her stock. 
Bill can’t or won’t. Ellen is frustrated 
when she learns that no outsiders are 
interested in buying any of her stock. 


At this point it is suggested that 
Smith Corporation has the funds neces- 
sary to redeem Ellen’s stock at book 
value. For these purposes we are assum- 
ing that the excess of the value of Smith 
Corporation stock over its basic (about 
$200,000 ) earned surplus 
rather than unrealized appreciation of 


assets. 


represents 


Codes Differ 


Under the 1939 Code this would 
have presented a rather simple prob- 
lem. The regulations relating to Section 
115 provided that if all the stock of a 
particular shareholder were redeemed 
by Smith Corporation the distribution 
of assets in exchange for stock would 
have been a capital gain transaction. 
Ellen would be willing to incur the capi- 
tal gains tax. Under the 1954 Code, 
however, the: matter is complicated by 
a number of distasteful possibilities. 


Under the new Code every distribu- 
tion of assets by a corporation (having 
accumulated earnings and profits) to a 
shareholder constitutes a dividend un- 
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less it falls within certain prescribed 
exceptions. In the instant situation the 
necessary exceptions are prescribed by 
Section 302. There we find that the only 
transaction which will achieve Ellen’s 
objective is a complete termination of 
her interest in Smith Corporation, i.e., 
a complete redemption of all her stock. 


This seems to present a simple solu- 
tion to Ellen’s dilemma until it becomes 
apparent that even though all her stock 
is redeemed, no termination of her 
status as a shareholder has been effected 
because, under Section 318, she is still 
regarded as owning the stock held by 
her parents, 


Then notices that owner- 
ship of John’s and Mary’s stock will 
not be attributed to Ellen if, after the 
redemption, she is neither a direct share- 
holder, an officer, director or employee 
of Smith Corporation—and does not 
acquire any such interest in the corpo- 
ration for 10 years after the redemption, 
except by way of inheritance. As she 
is none of these (except shareholder) 
at present and does not expect to be, 
she is again prepared to surrender her 
stock for redemption.! 


someone 


Fortunately, but nevertheless to the 
dismay of all concerned, someone reads 
a few lines further in Section 302. It is 
there provided that because, within 19 
years past, she received gifts of Smith 
Corporation stock from her parents, 
she enjoys no relief from the rules 
attributing ownership of their stock to 
her and upon redemption of her own 
stock, some 2/5ths of all she receives 
may be taxed to her as a dividend. 

Now she is at the mercy of the Com- 
missioner. For to be assured of capital 
gain treatment of the distribution of 
assets to her, she must apply to the 
Commissioner for a ruling to the effect 
that he is satisfied that neither the gift 
to her nor the redemption of her stock 
had avoidance of Federal income taxes 
as its principal purpose. The Commis- 
sioner’s mercies in this regard have 
not been notably tender. 

In the situation before us, round tax 
planning would have revealed that seri- 
ous hazards could have been avoided 
by making other securities the subject 
of the gifts to Ellen, rather than shares 
of stock in Smith Corporation. 


Section 306 Stock 


The second category of significant 





‘Note carefully that election to pursue this route 
prevents her receiving any further gifts of Smith 
Corporation stock, or taking employment there, 
however desperately needed for 10 years after the 
redemption. 
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applications of Section 318 to family 
shareholder groups relates to so-called 
“section 306 stock.” As noted hereto- 
fore Section 306 stock is, generally 
speaking, preferred stock which has 
been received (after the effective date 
of Section 306 of the 1954 Code) as a 
tax free stock dividend or which has 
been received in a tax free reorganiza- 
tion under circumstances which made 
it the equivalent of a stock dividend. 
Under a variety of circumstances, if a 
shareholder “sells or otherwise disposes 
of section 306 stock” which he has re- 
ceived as a dividend (or in a reorgan- 
ization) the amount realized therefrom 
will be treated as ordinary income. 
Now, of course, none of us would be 
so foolish as to suggest to John that 
he cause Smith Corporation to issue any 
306 stock. assume 
that on some occasion John fell in with 
mountebanks and charlatans 


Section But let us 
had 
read the Chamberlain case* carefully 
(but the 1954 Code not so carefully) 
and who persuaded him to do that very 
thing. By the time John calls upon his 
tax advisor for guidance his portfolio 
of stocks and securities contains among 
others preferred stock in Smith Corpo- 


who 


ration. It looks innocuous enough—but 
it is just plain warm nitroglycerine. 
John has some vague idea that he 
should not sell such stock so he decides 
to give it directly. or in trust for the 
benefit of Mary’s aged mother, who re- 
quires financial 
long as John’s mother (or her trustee) 
retains the 306 stock all is 
well. But if the mother for personal 
reasons, or the trustee in exercising dis- 


some assistance. So 


Section 


cretion under a power to invade corpus. 
should sell the stock to meet an emetr- 
gency need, all or a large part of the 


2207 F. 2d 462, (1953) Cert. den. 347 U.S. 918. 

%Section 306 stock continues to be Section 306 
stock in the hands of the donee, since her basis 
therefore is determined with reference to its basis 
in the hands of the donor. Section 306(c). 


proceeds may be taxed at ordinary in- 
come rates.* 


An exception to these drastic conse- 
quences is provided in Section 306(b) 
if in addition to selling his Section 306 
stock the shareholder terminates his en- 
tire stock interest in the corporation. 
Here, as in Ellen’s case, the simple solu- 
tion would seem to be to have John’s 
mother (or the trustee) sell all the 
Section 306 stock and all common stock 
of Smith Corporation then held, if any. 
But here also Section 318 operates to 
preclude so simple and happy a solu- 
tion. 


Not only would such a sale be in- 
effective to terminate the seller’s stock 
interest if a person whose 
ownership would be attributable to the 
seller, but even if sold to an outsider, 
John’s mother would still be deemed 
to own any stock held by John, Bill or 
Ellen. Consequently her entire stock in- 
terest in Smith Corporation would not 
be terminated and the tax penalties of 
selling the Section 306 stock would be 
incurred unless, again, the Commis- 
sioner, viewing the matter from a dis- 
tance could be persuaded that tax avoid- 
ance was not a principal purpose either 
of the stock dividend or its sale. 


made to 


The day has passed when members of 
a family can act independently with re- 
spect to stock which they hold in a 
family corporation. It is equally clear 
that in tax planning for a family, the 
plans must be laid not only with the 
idea of ownership in mind, but also 
with a weather eye cocked upon prob- 
able or possible future disposition of 
any stock transferred under the plan. 


A A A 


@ How to Estimate the Costs of Fringe 
Benefits (Moritz E. Papa, Management 
Methods, 141 E. 44 St., New York 17, 
Vol. 7, No. 4, 50 cents) shows how knowl- 
edge of fringe benefit costs may mean 
the difference between profit and loss. 
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Capital Gain Dividends 








SHOULD THEY BE ALLOCATED TO INCOME OR PRINCIPAL 


WILLIAM B. PUTNEY, 3rd 


Putney, Twombly, Hall & Skidmore, New York, N. Y. 


= SUSTAINED RISE IN THE STOCK 
market makes it likely that many 
investment companies will be paying 
capital gain distributions, in many in- 
stances relatively large. When the per 
share amounts of these payments are 
sizable, it is customary to make them 
payable, at the option of the share- 
holder, in stock so that shareholders 
may maintain their investments intact 
without additional cost. 


Under the Internal Revenue Code? 
the distribution of securities profits 
through “capital gain dividends” re- 
lieves the investment company of Fed- 
eral income tax on the profits so paid 
to its shareholders. The shareholders, 
in turn, are entitled to treat “capital 
gain dividends” as long-term capital 
gains subject to the lower tax rates 
applicable thereto. It is believed that 
the majority of owners of mutual fund 
shares are in brackets below the 50% 
rate and consequently are taxed on the 
capital gain distributions at lower rates 
than the companies would be if they 
were to retain the gains. Hence, it is 
customary for investment companies to 
distribute each year substantially all of 
their net gains realized during the year. 


When the gains distributed are not 
large, their apportionment to principal 
or to income under a trust does not 
raise any serious question of fairness 
or soundness of principle. Relatively 
small gains may be regarded as in- 
creases of principal or they may, with- 
out too much violence to trust account- 
ing principles, be regarded as the nat- 
ural product of the business of an in- 
vestment company and, hence, income. 
When, on the other hand, capital gain 
distributions are large in relation to 
the amounts invested, their apportion- 
ment becomes a matter of very serious 
import. If they are apportioned to in- 
come, the remaindermen lose the benefit 
of what might fairly be regarded as a 
natural increase in the principal of the 
trust; also, the earning assets are de- 
creased. 


See: I.R.C. Sees. 851 to 855. 
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When capital gain distributions are 
apportioned to principal and retained 
in the trust, the trustee ordinarily pays 
the tax out of the funds so retained. 
On the other hand, if the amount of the 
capital gain distribution is apportioned 
to income and paid over to the income 
beneficiary the trust is relieved of the 
tax and it is paid by the income bene- 
ficiary. In either case, it is taxed as 
long-term capital gain. 


State Law 


There has been little uniformity in 
the handling of capital gain distribu- 
tions by fiduciaries. The problem of 
which is the proper method of treating 
such dividends has provoked consider- 
able debate in the pages of this maga- 
zine.” In many States there is no estab- 
lished law and foresighted observers and 
members of the investment company in- 
dustry have advocated the inclusion of 
clauses dealing expressly with the sub- 
ject in trust instruments.* 

At this point it is, perhaps, proper to 
point out that the problem of how to 
treat capital gain distributions has pro- 
voked far less litigation than other types 
of corporate dividends. especially extra- 


2See: Shattuck, “Capital Gains Distributions — 
Principal or Income,’”’ March 1949 TRUSTS AND 
ESTATES, 160; Andrew B. Young, “A Dissent on 
Capital Gain Distributions,’”” May 1949, p. 280; 
Shattuck, “Further Comment on Capital Gain Dis- 
tributions,” July 1949, p. 429; and Young, ‘“‘Capi- 
tal Gains,’”’ August 1949, p. 467. 


8See: Dwight Rogers, ‘‘Capital Gain Distribu- 
tions — Clauses to Eliminate Question of Allo- 
cating Investment Company Dividends,’’ May 1951 
TRUSTS AND ESTATES, 300; comment by Merrill 
Griswold, July 1951 TRUSTS AND ESTATES, 490; 
Herbert R. Anderson, ‘‘Should Capital Gain Dis- 
tributions Be Principal or Income,” August 1951, 
p. 530. 





ordinary dividends of one kind or an- 
other.* 


The adoption of the Uniform Princi- 
pal and Income Act, or modified ver- 
sions of that Act, in twenty States® has 
established the rule there that capital 
gain distributions, whether payable in 
cash or in stock or cash at the option 
of the shareholder, are income distribu- 
table to the income beneficiary. The 
Uniform Act provides in part as follows: 


“Sec. 5. Corporate Dividends and 
Share Rights. (1) All dividends on 
shares of a corporation forming a 
part of the principal which are pay- 
able in the shares of the corporation 
shall be principal. Subject to the pro- 
visions of this section, all dividends 
payable otherwise than in the shares 
of the corporation itself, including 
ordinary and extraordinary dividends 
* * * shall be deemed income. When 
the trustee shall have the option of 
receiving a dividend either in cash 
or in the shares of the declaring cor- 
poration, it shall be considered as a 
eash dividend and deemed income, 
irrespective of the choice made by 
the trustee.” 


Two other States, Texas and Okla- 
homa, have also adopted the Uniform 
Principal and Income Act. but they 
qualify the second sentence of Section 
5 by inserting the words “unless the 
declaring corporation designates the 
source thereof as capital assets of the 
declaring corporation.” While this qual- 
ification seems sound in principle, it 
at once raises the question whether the 
designation of a dividend as a “capital 
gain dividend” is tantamount to desig- 
nating the source of the dividend as 
“capital assets.” 


Lower courts in New York have held 
that a capital gain dividend is income 
rather than principal regardless of the 
allocation or designation of the divi- 
dend made by the investment company 





‘For a collection of the numerous cases involving 
other kinds of dividends, see: 153 A.L.R. 491 and 
130 A.L.R. 492 and the earlier annotations re- 
ferred to therein. 


5Ala., Ariz., Calif., Colo., Conn., Fla., Ill., Kans., 


La., Md., Minn., N. J., N. C., Ore., Pa., Tenn., 
Utah, Va., Wash., W. Va. 
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for tax purposes.® It has also been de- 
cided that a capital gain dividend, pay- 
able in cash or stock at the option of 
the owner of the stock and, if no elec- 
tion were made, payable by the com- 
pany in stock, is income and not prin- 
cipal.‘ Thus, by judicial decision New 
York has arrived at substantially the 
same rule as in the Uniform Act. How- 
ever, no appellate court has, as yet. 
ruled on the question. 


A Different Approach 


In the face of all this legislative and 
®Matter of Byrne’s Estate, 192 Misc. 451, 81 
N.Y.S. 2d 23; Matter of Bruce’s Trust, 192 Misc. 
523, 81 N.Y.S. 2d 25; Matter of Rosenthal’s Estate, 
110 N.Y.S. 2d 483; Matter of Hurd’s Will, 203 
Mise. 966, 120 N.Y.S. 2d 103; Estate of Louis 
Granath, N.Y.L.J., Nov. 24, 1952, p. 1260, col. 8. 


7Matter of Hurd’s Will, 203 Misc. 966, 120 N.Y.S. 
2d 103. 


judicial precedent for treating capital 
gain dividends as income, one would 
appear rather brash in arguing that a 
sounder rule would be to treat them as 
principal, or, at least, to treat them as 
principal when the company designates 
them as a return of capital or principal. 
It is comforting, therefore, to read in 
the Restatement of the Law of Trusts 
that “a dividend which represents only 
the natural growth or increase in value 
of the property representing the original 
capital of the corporation or of the 
permanent property or good will, is 
principal.”® 

Profits realized by a trustee on the 
sale of securities constitute an increase 





8American Law Institute, Restatement of the 
Law of Trusts, Vol. 1, Sec. 236(f), comment on 
clause (f), page 715. 





of principal. Indeed, the increase in the 
value of the securities held in the trust 
is not “profit” in the usual sense of 
the word and is not distributable to the 
income beneficiary even where the will 
directs the trustee to pay over the “in- 
come and profits” to the income bene- 
ficiary.” As the Court pointed out in 
that case, if an increase should be 
added to income then by the same token 
a loss should be deducted from income. 


In Matter of Byrne’s Estate’® the 
Court based its decision that capital 
gain dividends are income on the as- 
sumption that “The buying and selling 
of securities is the operating procedure 
of investment companies and the profits 

®Matter of Sherman, 154 Misc. 289, 277 N.Y.S. 
579. 


10192 Misc. 451, 81 N.Y.S. 2d 23. 
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INCORPORATED 
NEW YORK 
Condensed Statement of Condition December 31, 1955 
ASSETS 
Cash on hand and due from banks 


United States Government securities 


State and municipal bonds and notes 


Stock of the Federal Reserve 


Loans and bills purchased. 


4ecrued interest, accounts receivable, etc..... 2,917 ,348 


Banking house 


Liability of customers on letters 


of credit and acceptances 


LIABILITIES 


bie cane, tedaenele. re 
Fe REET Tre Ee 
Official checks outstanding... .......sccccee. 


Deposits: U. S. Government.. 


Accounts payable, reserve for taxes, etc....... 


Acceptances outstanding and letters of 


credit issued 


Surplus..... er 
Undivided profits. ....... 








sank oe 1,800,000 


Other bonds and securities (includiné shares 
of Morgan Grenfell §& Co. 
«Vorgan §& Cie. Incorporated)..... 


Capital — 200 00 BIUOINOS a0 050000 ebiaine wend a0 6% os 


United States Government securities carried at $59,494,179 in 
the above statement are pledged to qualify for fiduciary powers, to 
secure public monies as required by law, and for other pur poses. 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


MORGAN §& CIE. INCORPORATED 
1j, Place Vendéme, Paris, France 


MORGAN GRENFELL & CO. LIMITED 
23, Great Winchester Street, London E. C. 2, England 


$287 ,943 880 
174,751,227 
55,046,717 


Limited and 
22 904,486 
411,289,804 


3,000,000 


15,378,365 
$97 5,031,827 


744,923,690 
88 483,065 
7,313,726 
15,525,820 
30,000,000 
30,000,000 
14,168,619 
$9735 031,827 
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derived from such activities when dis- 
tributed to stockholders in the form of 
dividends are income and not principal. 
The dividend is not unlike that received 
from a corporation engaged in the buy- 
ing and selling of real property. When 
such corporations distribute the profits 
on the sale of property they are dis 
tributing ‘income and not dividing capi- 
tal.” Matter of Jackson’s Will, 258 N.Y. 
281, 288, 179 N.E. 496, 498.” 


There is good reason to believe that 
the Court erred in following the Jack- 
son case, as that case is not one of gen- 
eral application. Is is an exception to 
the general rule that profits from the 
sale of capital assets belong to the re- 
maindermen as principal. The excep- 
tion to the general rule applies where 
the primary source of income to the 
corporation is profit from the sale of 
its capital assets. Here the corporation 
held unproductive real estate and had 
no source of income other than profits 
from the sale of this property. Where 
on the other hand, a corporation owns 
improved properties yielding a substan- 
tial income and is “an _ investment 
rather than a trading corporation” the 
general rule applies. 


Most investment companies invest for 
the long-term. While they may be fre- 
quently buying and selling portfolio 
securities, both the purchases and sales 
are made for investment reasons. In 
most cases, it is not a trading operation 
as the Court seems to imply. Rather the 
company is investing its shareholders’ 
funds for them as they themselves 
would if they had the resources, facili- 
ties and experience of the investment 
company. 


Stating Testator’s Intention 


A more realistic view would seem to 
be that the gains realized by an in- 
vestment company and distributed to a 
trustee are equivalent to gains realized 
by the trustee on the sale of trust se- 
curities. There is no essential differ- 
ence between gains realized by the trus- 
tee on sales of trust investments and 
gains realized by an investment com- 
pany in which he has invested and dis- 
tributed to him by the investment com- 
pany. If it is unsound in principle to 
pay over to the income beneficiary 
gains realized directly by the trustee, it 
is equally unsound to pay over to the 
income beneficiary gains realized by 
him through the medium of an invest- 
ment company. Treating capital gain 


“Matter of Schaefer, 155 Misc. 850, 280 N.Y-.S. 
630. 
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dividends as income distributable to in- 
come beneficiaries has the effect of giv- 
ing income beneficiaries the benefit of 
gains while throwing any losses on the 
remaindermen. Such could hardly be 
the intent of the ordinary testator. 


The problem arises out of the Inter- 
nal Revenue Code, which, in effect. 
compels the payment of “capital gain 
dividends.” Perhaps the simplest solu- 
tion would be an amendment to the 
Code which would extend the dividends 
paid credit for capital gain distributions 
to stock dividends paid by an invest- 
ment company. If this were done, when- 
ever an investment company felt obliged 
to pay a substantial capital gain dis- 
tribution it could do so in stock. Such 
a stock dividend would almost univers- 
ally be regarded as principal in the 
hands of fiduciaries. It would have the 
effect of maintaining intact the propor- 
tionate investments of fiduciary and in- 
dividual shareholders alike and would 
preserve the increase in principal of 
trust accounts. 


In the final analysis, it is the inten- 
tion of the creator of the trust which 
should control the allocation of capital 
gain dividends to principal or income. 
The statutory and judicial rules referred 
to above are merely devices for deter- 
mining what is presumed to be the in- 
tent of the settlor when the trust intru- 
ment is silent. It is important, there- 
fore, to include in any fiduciary instru- 
ment where ‘the use of mutual invest- 
ments is contemplated appropriate di- 
rections to the fiduciary with respect to 
the apportionment of capital gain divi- 
dends.!2 Indeed, in view of the increas- 


12The basic clause suggested in Mr. Anderson’s 
article cited in footnote 3 reads as follows: 


“Clause ———— : Dividends and distributions 
on investment company shares held in the trust 
estate shall be apportioned as follows: 


a) Dividends from net investment income 


shall be income; 


b) Distributions from realized gains shall be 
principal; and 


c) Distributions from any other source shall 
be principal. 


In making such apportionment the trustee shall 
be entitled to rely upon the investment com- 
pany’s statement, made at the time of pay- 
ment, as to the source of the distributions.” 


Mr. Anderson also suggested two possible al- 
ternative provisions for subdivision (b), namely: 


“(b) Distributions from realized gains shall 
be principal; provided, however, that any por- 
tion thereof necessary to bring the aggregate 
return on the shares on which paid to —% of 
the monthly average of their offering prices in 
the year in which paid, shall be credited, as of 
the year-end, to income.” 


— and — 


“(b) Distributions from realized gains which 
are declared payable in stock or, at the share- 
holder’s option, in cash or in stock, shall be 
principal; all other distributions from realized 
gains shall be income.” 


These provisions were prepared for Mr. Ander- 
son by the author of this article. 
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LET’S LOOK AT THE BRIGHTER SIDE 


Many thousands of Ameri- 
cans are cured of cancer 
every year. More and more 
people are going to their 
doctors in time...To learn 
how to head off cancer, call 
the American Cancer Society 
or write to “Cancer” in care 
of your local Post Office. 


American Cancer Society ® 





ing use of investment companies by fi- 
duciaries, the careful draftsman will in- 
clude such directions in the instrument 
even though an immediate investment in 
mutual funds is not contemplated. This 
will not only assure that the creator’s 
wishes will be carried out but will also 
remove a possible source of unnecessary 
controversy by clearly defining who is 
entitled to such dividends. 


In this connection a word of caution 
perhaps is necessary. In New York and 
certain other States directions for the 
accumulation of income, except during 
a minority, are illegal. In any of such 
States where it has been held that capi- 
tal gain dividends are income, a direc- 
tion that the trustee retain capital gain 
dividends as principal may violate the 
prohibition against accumulations. This. 
too, seems wrong in principle as logi- 
cally a trustee who not only may, but 
must, retain increases in principal from 
appreciation in the value of the trust 
investments should also be required to 
retain as principal increases in the value 
of the underlying securities in which he 
has invested through the medium of « 
mutual fund, even though paid over to 
him in the form of capital gain divi- 


dends. 
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ASSETS HAROLD H,. HELM President 
W. ROSS McCAIN 
} Chairman of the Board, 
Cash and Due from Banks " ‘ . $ 967,546,895.90 Aetna Insurance Group 
eid ee nage H. E. HUMPHREYS, JR. 
U.S. Government Obligations ._. 506,550,128.38 | Chairman and President, 
o£ | United States Rubber Company 
q State, Municipal and Public Securities 296,678,068.67 CASON J. CALLAWAY Farmer 
« . | ROBERT J. McKIM 
. Other Bonds and Investments .. 12,374,927.61 | } President, 
| Associated Dry Goods Cor poration 
Loans... . . . . . .« 1,806,904,413.49 | MAURICE T. MOORE 
aoe a Cravath, Swaine & Moore 
Banking Houses Owned . . .._.. 10,150,384.22 JAMES BRUCE ics aa 
fi- Custemers’ Liability on Acceptances 42,950,644.53 tiimemwunwk'!* 
n- | Commercial Solvents Corporation 
~ Accrued Interest and Accounts ; BENJAMIN F. FEW 
nt Receivable . . . ... . 7,976,959.25 wipe _ President, 
Liggett & Myers Tobacco Co. 
in Other Assets . . . ... . 4,941,531.09 ROBERT G. GOELET ; 
. } Real Estate 
us $3,156,073,953.14 JAMES B. BLACK 
te | Chairman of the Board, 
rs | Pacific Gas and Electric Company 
iso WILLARD A. KIGGINS, JR. 
Ss " President, 
ry LIABILITIES A. H. Bull Steamship Co. 
a P 9° ‘i ° Go ° 
1S Capital Stock . . $ 47,234,000.00 Mdeisory Commetlee 
Surplus. . . .  127,766,000.00 FREDERIC STEVENS ALLEN 
Trustee 
on Undivided Profits . 22,304,883.76 $ 197,304,883.76 WILLIAM G. HOLLOWAY 
| ’ = | Honorary Chairman of the Board, 
we Reserve for Contingencies... 4,406,421.67 W. R.Grace Co. 
the fe | FREDERICK E. HASLER 
Reserves for Taxes, Expenses, etc. . 7,469,984.85 Chairman, Haytian American 
ng Sugar Company, S. A. 
| Dividend Payable January 1, 1956 . 2,361,700.00 JOSEPH T. LYKES ree 
ich : Chairman, 
A ‘ P Lykes Bros. Steamship Co., Inc. 
: -ceptances standing (Net). . 44,315,592.12 : 
pl- Acceptances Out g , , WILLIAM P. WORTHINGTON 
. oes ‘ ‘ ‘ President, 
ec- Other Liabilities ° ° . . . e 4,202,424.08 Home Life Insurance Company 
: : ‘ > FREDERICK . KAPPEL 
ain Deposits ° , . . as - 7 . 2,896,012,946.66 wire , 
: Western Electric Company, Inc. 
the $3,156,073,953.14 poste i. senna 
lis. Oil and Gas Consultant 
: KENNETH E. BLACK 
er 1- : — ' : ‘ | President, 
Securities carried at $115,682,934.00 in the foregoing statement are | The Home Insurance Company 
but deposited to secure public funds and for other purposes required by law. ALEX. H. SANDS, JR. 

a Vice Chairman, : 
om The Duke Endowment 
ust 

to Convenient Offices Throughout Greater New York 
lue 

: Every Banking and Trust Service at Home and Abroad 

1¢ 
f i Charter Member New York Clearing House Association 

to Member Federal Reserve System Member Federal Deposit Insurance Cor poration 
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Amount of 
Issue 


7,200,000 
4,000,000 
18,000,000 
30,000,000 
4,500,000 
12,500,000 
25,305,000 
24,000,000 
40,000,000 
21,000,000 
11,777,000 
5,400,000 
8,000,000 
5,025,000 
14,500,000 
7,500,000 
4,000,000 
12,490,000 
4,766,000 
45,000,000 
8,000,000 
8,000,000 
7,250,000 
24,950,000 
4,305,000 
8,879,000 
51,718,404 
52,000,000 
6,000,000 
30,000,000 
6,000,000 
4,000,000 
14,000,000 
8,400,000 
4,000,000 
8,267,000 
4,500,000 
5,152,000 


15,000,000 


120,964,054 


Tax-Exempt 


ALLEGHENY COUNTY INST. DIST., PA. 
2%% Bonds, Due 1956-85 

BIRMINGHAM, ALA. 

Var. Rates Bonds, Due 1957-84 

BOSTON, MASS. Var. Rates Notes, Due 1955-56 
(3 issues) & Bonds, Due 1956-75 | 
CALIFORNIA, STATE OFt{ 

Var. Rates, Veterans’ Bonds, Due 1957-76 
CAMBRIDGE, MASS. 

1.90% Bonds, Due 1956-75 

CHICAGO BOARD OF EDUCATION, ILL. 
24%4% Bonds, Due 1958-75 

CHICAGO, ILL.t+ 

14% & 2% Bonds, Due 1956-75 

CHICAGO REGIONAL PORT DISTRICT} 
4% Rev. Bonds, Ser. of 1955, Due 1995 

COOK COUNTY, ILL.+ 

2%%% Expressway Bonds, Due 1956-75 

DADE COUNTY, FLA.{ 

34%%% Port Authority Rev. Bonds. Due 1979 
DELAWARE, STATE OF} 

1.90% & 2.20% Bonds, Due 1956-75 (2 issues) 
DENVER, COLO., CITY AND COUNTY 
OF } 5% & 2% Bonds, Due 1963-72 

DUVAL COUNTY, FLA.}{ 

Var. Rates Certificates, Due 1956-70 

FAIRFIELD, CONN. 

2.10% Bonds, Due 1956-75 I 
GEORGIA RURAL ROADS AUTHORITY + 
2%% & 2.70% Rev. Bonds, Due 1957-71 
HAWAII, TERRITORY OF{ 

242% Bonds, Due 1958-75 

HOLYOKE, MASS. 

2.20% Bonds, Due 1956-85 

HOUSTON, TEX. 

242% Bonds, Due 1956-80 

JOLIET SCHOOL DISTRICT No. 86, ILL. 
Var. Rates Bonds, Due 1956-74 

LOS ANGELES SCHOOL DISTRICTS, 
CAL. ft 242% Bonds, Due 1956-80 (5 issues) 
LOUISVILLE, KY. 

2.40% & 242% Rev. Bonds, Due 1960-84 
METROPOLITAN WATER DISTRICT OF 
SO. CAL. + 214% Bonds, Due 1956-80 

MIAMI, FLA.7{ 

Var. Rates Bonds, Due 1956-81 (2 issues) 
MIDDLESEX COUNTY SEWERAGE 
AUTH., N.J.{ Var. Rates Rev. Bonds, Due 1962-95 
MODESTO SCHOOL DISTRICTS, CAL.+ 
Var. Rates Bonds, Due 1956-80 

NEW MEXICO, STATE OF 

2% & 242% Rev. Bonds, Due 1956-65 

NEW YORK SCHOOL DISTRICTS 

Var. Rates Bonds, Due 1955-85 (23 issues) 

OHIO, STATE OFt 

Var. Rates, Series B, Rev. Bonds, Due 1956-72 
ORLEANS PARISH SCHOOL BOARD, LA. 
Var. Rates Bonds, Due 1961-95 

PORT OF NEW YORK AUTHORITY +t 
2%% Consol Rev. Bonds, 4th Series, Due 1985 
PRINCE GEORGE’S COUNTY, BD. OF 
EDUC., MD.Var. Rates Bonds, Due 1956-75 

ST. JOHNS COUNTY, FLA. 

Var. Rates G.O. & Rev. Bonds, Due 1957-84 

ST. PETERSBURG, FLA.j{ 

3\%A% Rev. Certificates, Due 1956-77 

SAN DIEGO COUNTY, CAL.?{ 

2% & 244% Bonds, Due 1956-75 
SHREVEPORT, LA. 

Var. Rates Rev. Bonds, Due 1955-74 

TACOMA SCHOOL DISTRICT No. 10, 
WASH. Var. Rates Bonds, Due 1957-75 
TRENTON SCHOOL DISTRICT, MICH. 
Var. Rates Bonds, Due 1956-73 

TULSA, OKLA. 

Var. Rates Bonds, Due 1958-80 

WARREN TOWNSHIP, MICH.t+ 

Var. Rates Bonds, Due 1958-94 


ADDITIONAL TAX-EXEMPT BONDS— 
96 Issues 





New Issues-1955 


Purchased and Offered by Halsey, Stuart & Co. INc. alone or with associates* 


























































Amount Underwriting 
of Issue Corporate Interest 
$280,000,000 THE BALTIMORE AND OHIO RAILROAD COMPANY { 
First Cons Mtge 3%% Bonds due 1970, 4% Bonds due 
1980, 44% Bonds due 1995... . . $ 7,588,000 
12,000,000 CENTRAL MAINE POWER COMPANY 
First & Gen Mtge Bonds, Series V 334% due 1985 . 3,650,000 
8,400,000 CHESAPEAKE AND OHIO RAILWAY EQUIPMENT 
TRUST OF 1955 3% Certificates, Due 1956-70. . . . 6,600,000 
7,500,000 CHICAGO, MILWAUKEE, ST. PAUL AND PACIFIC 
RAILROAD EQUIPMENT TRUST, SERIES UU 
3% % Certificates, Due 1956-71 ‘ 3,300,000 
40,000,000 bone 3 COLUMBIA GAS SYSTEM, INC. 
% Debentures, Series E Due 1980 . 7,350,000 
70,000,000 piacsnerapotegennnd EDISON COMPANY OF NEW YORK, 
INC.} First & Ref Mtge Bonds 334% Series K, due 1985 . 6,975,000 
7,000,000 DALLAS POWER & LIGHT COMPANY 
314 % Sinking Fund Debentures, due 1980 5,500,000 
60,000,000 THE DETROIT EDISON COMPANY? 
Gen & Ref Mtge Bonds, Ser. O, 34% Due 1980 6,000,000 
30,000,000 DETROIT STEEL CORPORATION 
First Mtge SF 44%% Bonds, due 1970. 3,850,000 
25,000,000 GULF, MOBILE AND OHIO RAILROAD COMPANY 
First & Ref Mtge 3%% Bonds, Ser. G, Due 1980 5,300,000 
10,000,000 KANSAS GAS AND ELECTRIC COMPANY 
First Mtge Bonds, 3% % Series due 1985 . 2,750,000 
5,550,000 MISSOURI PACIFIC RAILROAD EQUIPMENT TRUSTS 
SERIES A & C, 34% & 342 Certificates, Due 1956-71 4,125,000 
35,000,000 MONTREAL, THE CITY OF (CANADA)?+ 
Var. Rates, U. S. Debentures, Due 1956-74 2,957,500 
7,000,000 NATIONAL CONTAINER CORPORATION} 
4\4% Fifteen Yr SF Debentures, Series due 1970 3,500,000 
30,000,000 NEW ENGLAND TELEPHONE AND TELEGRAPH 
COMPANY 36 Year 314% Debentures, Due 1991 . . . 13,000,000 
25,000,000 NEW JERSEY BELL TELEPHONE COMPANY 
40 Year 3%% Debentures, Due 1995 . 6,700,000 
7,500,000 NEW YORK CENTRAL RAILROAD EQUIPMENT 
TRUST OF 1955 35%% Certificates, Due 1956-70 2,250,000 
4,080,000 NEW YORK, CHICAGO AND ST. LOUIS RAILROAD 
EQUIPMENT TRUST OF 1955 2%% Ctfs, Due 1955-70 . 3,480,000 
7,980,000 NORTHERN PACIFIC RAILWAY EQUIPMENT TRUST 
OF 1955, 2nd & 3rd Series, 3% Ctfs, Due 1956-70 . 2,880,000 
10,000,000 PACIFIC POWER & LIGHT COMPANY 
First Mtge Bonds, 3% % Series due 1985 . . 5,500,000 
19,500,000 ST. LOUIS-SAN FRANCISCO RAILWAY COMPANY 
First Mtge Bonds, Series B 4% Due 1980 2,400,000 
30,000,000 SOUTHERN BELL TELEPHONE AND TELEGRAPH 
COMPANY 40 Year 314% Debentures, Due 1995 . 2,650,000 
20,000,000 THE SOUTHERN NEW ENGLAND TELEPHONE 
COMPANY 34 Year 314% Debentures, Due 1989. . . 4,350,000 
17,790,000 SOUTHERN PACIFIC COMPANY EQUIPMENT 
TRUSTS, SER. QQ & RR, 2%% & 34%% Ctfs, Due 1956-70 6,840,000 
75,000,000 TENNESSEE GAS TRANSMISSION COMPANY + 
First Mortgage Pipe Line Bonds, 3% 6% Ser. due 1976 & 
4%, Debentures due 1975 : 3,683,000 
8,500,000 WORCESTER COUNTY ELECTRIC COMPANY 
First Mtge Bonds, Ser. D, 3%% due 1985 . . 5,200,000 
15,222,000 ADDITIONAL EQUIPMENT TRUST CERTIFICATES 
and PUBLIC UTILITY BONDS. . . ‘ 11,082,000 


Descriptive circulars or prospectuses, where available, and current quotations will be supplied for ony of these 


securities upon request. 


*To December 16,1955 tIssue headed jointly by Halsey, Stuart & Co. Inc. and others. 
or purchased and offered alone, by Halsey, Stuart & Co. Inc. 
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INSURANCE Stock TRENDS IN 1955 


The general uprush of values on the 
stock exchanges gave fire and casualty 
insurance stocks the “go by” during 
1955. Prices of all but a favored few 
languished close to the previous Decem- 
ber’s year-end level while the D.-J. In- 
dustrials shot up nearly 25%. 

Life shares on the other hand contin- 
ued their spectacular ascent. with gains 


of 40-50°7 not uncommon. 


Fire and casualty shares on occasion 
turn in a hare and tortoise performance 
and such was the 1955 billing. It was 
slow and disappointing going for the 
after 
start in fire a hurricane seemed to come 


most part and every promising 
out of nowhere to slap the list down. 
Casualty, like old-time March. came in 
like a lion and went out like a lamb. 
Rate cuts and rising accident frequency 
pared the abnormally high 1954. profit 
margn and the shares slumped as the 
year wore on. 

1955 thus was a year which tried the 
patience of fire and casualty stockhold- 
ers. Everything is relative. particularly 
the performance of one’s pet stocks, and 
fire and casualty shares — for reasons 
mentioned above—just didn’t have it 
during 1955. General Motors. Standard 
Oil of New Jersey, almost “you name 
it.” outperformed the prime non-life in- 
surance issues this year. 

\fier the semi-catastrophic hurricane 
‘ear in 1953 and the immensely, catas- 
trophic hurricane year of 1954, what 
follower of the law of averages would 
have dared predict further disasters in 
1955? And yet they came, carryovers 
from 1954 plus middle western wind- 
storms damaging the first half fire re- 
~ults. And since the first half of 1954 
was so brilliant (exceeded only by peak 
1949) the comparisons seemed the more 
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odious. The fire list therefore sagged 
and as bargain seekers began their re- 
lentless search in the summer, the moun- 
tainous floods and hurricanes of August 
broke out. Discouragement became epi- 
demic and if fire shares had turned into 
a plague, they could not have been 
avoided more desperately. That the east- 
ern seaboard was the new hurricane 
belt was a bit of scientific information 
on every neophyte’s lips. Since there is 
no data in hand to disprove future dam- 
age, the gloom hounds had the upper 
hand. 


Yet if the past is not to prove sterile 
history, it must somehow be translated 
into the future. To the writer the future 
of fire shares, at current writing, ap- 
pears rosy. The figures this year will be 
disappointing, it is true, but the wheel 
of fortune has always turned and 1956 
could well be the year. There is nothing 
wrong with the fire business that an 
absence of storms can’t cure. Extended 
coverage rates have been raised 50-100 
% in New England, 43% in New York 
and varying amounts in other areas. A 
combination of normal experience plus 
higher rates could well duplicate for 
fire shareholders the “happy times” life 
shareholders have enjoyed for the last 
several years. 


In addition, the spectre of mergers is 
beginning to raise its head. The eco- 
nomics of mergers have been present in 
insurance just as in other frelds but 
until the proposal in November that 
National Fire join Connecticut General, 
the subject was largely academic. Now 
merger, because of the standing of these 
two fine old line companies, has attained 
respectability. (Actually there will be 
an exchange of stock in this case, with 
no loss of corporate identity). Js in- 
surance so different from banking and 
industry that it can hope to escape this 
nationwide trend? Realists will recognize 
the inevitable and 1956 should prove an 
exciting year for fire, as well as casualty, 
shareholders. 


Speculative capital will probably be 
attracted to fire and casualty shares be- 
cause of their cheapness as compared 
with the rest of the list. Countless fire 
and casualty shares can be bought at 
this writing for their capital and sur- 
plus alone, without a cent paid for the 
unearned premium reserve. Historically 
such a time is a good time for the long- 
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term investor to begin buying on the 
theory that, if the insurance business 
is going to survive, the unearned pre- 
mium reserve some day will be worth 
something. It is as simple as that. 


When liquidating value is considered, 
in which account is taken of the equity 
in the unearned premium reserve, fire 
shares are today selling at discounts as 
great as 40-50%. The reason for these 
unparalleled discounts: because of the 
rising stock market the surpluses of 
fire companies have risen but because 
of the hurricanes their prices have fall- 
en or moved sidewise. The present then 
is the reverse of the squeeze play of 
1947—falling surpluses because of de- 
clining markets, poor underwriting and 
sharply rising premium volume. Dur- 
ing 1955 surpluses have climbed 20- 
25% for many companies, volume has 
risen in, the neighborhood of only 5% 
and while underwriting has been dis- 
appointing, the culprit has clearly been 
the hurricanes and not generally unsat- 
isfactory conditions. But just as 1948-49 
provided a sharp reversal in trend not 
only for fire earnings but also fire 
share prices, so 1956 may to a degree 
provide a like improvement for the pati- 
ent fire shareholders. 


Outstanding in fire share news in 
1955 would certainly be the 2 for 1 
split in Continental and Fidelity-Phenix 
and the raising of their dividends from 
$3.00 to the equivalent of $4.00 basis, 
the historic revelation by Crum end 
Forster of its holdings in its affiliated 
companies, and the contemplated ab- 
sorption of National Fire into the Con- 
group. National Fire 
was the “stock of the year,” jumping 


necticut General 


nearly 50% within a week as the ex- 
change offer became known. It is safe 
to predict that wily investors will be- 
gin placing their bets in other high dis- 
count shares as likely candidates for 
merger and for 


1956. 


“stocks of the year” 


The casualty news was lack lustre 
during 1955 and the highs, except for 
such special situations as Continental 
Casualty, Hartford Steam, American 
Surety and Massachusetts Bonding were 
reached around the first of the year. 
Speculation centered around the latter 
two as possible merger candidates and 
no doubt this influence will be felt in 
casualty shares in 1956 as well as in 
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fire. The earnings trend was down in 
casualty during 1955 and does not ap- 
pear likely to be reversed until perhaps 
1957. Competition remains keen and 
the problem of direct writer competi- 
tion is still largely unsolved. Some casu- 
alty shares in early December were sell- 
ing 25-30% below their highs of the 
year and if such indifferent market per- 
formance continues into 1956, an in- 
teresting long-term buying opportunity 
in casualty may develop. 


In the life field Travelers’ epochal 25 
for 1 stock split was the pace-setting 
news. followed by Commonwealth of 
Louisville’s 714, for 1 split in November 
and Connecticut General and Lincoln 
National’s 2 for 1 splits announced only 
recently. The news favored life shar>s 
during 1955, not alone through stock- 
splitting which was the surface ripple 
atop the fundamental tide of sharply 
rising volume of business, but also bet- 
ter interest rates and improved mor- 
tality. Earnings of life companies in 
1955 should show in general a rise of 
10-25% over last year and in particular 
instances much more. It is no wonder 
that more and more investors turned to 
life shares for long term capital gain 
and while share values rose less than 
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in 1954, still there were a number of 
50% and lesser boosts. The future of 
this branch of the insurance business 
still appears bright, in fact the bright- 
est in the insurance trinity of fire, 
casualty, and life. 


SHELBY CULLOM Davis 
SHELBY CULLOM DAVIS & CO. 


TIME FOR CAUTION? 


From a technical point of view, the 
stock market has reached a very inter- 
esting stage of development as the very 
prosperous 1955 draws to a close. The 
market, as measured by the D.-J. indus- 
trials, or any of the other averages, has 
made very little progress since July. It 
has held in a broad trading shelf bound- 
ed roughly by 490 on the upside and 
433 on the downside. In terms of 57 
points this appears to be a rather wide 
swing, but it is actually only a 11% 
trading range of six months duration. 
In the 1946-1949 maiket, the industrial 
average held in a range of a little over 
12° for over three years. In the 1951- 
1953 consolidating period, the range 
was a little over 11% also for a time 
period of over three years. Of course, 
during all three periods. individual is- 
sues moved over a much wider area 
but, as is common in all trading areas, 
some stocks were moving higher at the 
same time that other issues were moving 
lower and each offset the other. 


It is entirely possible the present 
market may hold in a similar trading 
area to those of 1946-1949 and 1951- 
1953, although the time period may not 
be quite as long. In fact, such a consoli- 
dation would probably be very construc- 
tive technical viewpoint. It 
would allow the issues that have moved 
ahead too rapidly and are selling at 
extremely high price-to-earnings ratios 
and extremely low yields to rest for a 
while until and_ dividends 
slowly catch up with prices. This hap- 
pened in 1951-1953 when many of the 
growth issues consolidated. This was 
true of duPont, for example, which held 
in the 80-100 area for almost twenty- 
eight months. This resting period in 
du-Pont proved to be a re-accumulation 
base that resulted in the 1953-1955 
rise to 250. Many other examples might 
be cited such as National Lead, Scott 
Paper, Minneapolis-Honeywell, Minne- 
sota Mining, Union Carbide and Gen- 
eral Electric. In fact, most of the recog- 
nized growth issues followed similar 
patterns during 1951-1953. Such a con- 
solidating period also would allow other 
issues with rising earnings trends, but 


from a 


earnings 


whose merits have not yet been fully 
recognized, to move higher. 


Fundamentals favor the possibility of 
such an extended trading area. While 
business is expected to remain at a 
relatively high plateau, it is improbable 
that the rise in business indices and 
common stock earnings will equal or 
even approach the 1955 rise in 1956. It 
appears more likely that 1956 will wit- 
ness either a relatively mild advance or 
decline. An advance in stock prices 
anyway comparable to the 1954-1955 
rise under such circumstances would 
place the market in a highly overbought 
and vulnerable situation. 


The alternative to a 1951-1953 type 
of consolidation would be the 1946 type 
decline of 25% or more. If such a de- 
cline were in the offing, it would imply 
that the six-month trading area between 
July and now is part of a distributional 
top pattern, with stocks passing from 
strong longer term investors to weaker 
short term speculators. While this seems 
improbable in view of the favorable 
long term pattern, it cannot be ruled 
out entirely as the technical pattern 
shows some possible signs of such a 
development. 


The one missing ingredient is broad 
public participation in speculative-type 
issues on sharply increased volume. If 
this should occur, the technical pattern 
could take the form of an expanding 
top and bottom formation. Such _pat- 
terns usually take five phases to com- 
plete. If this turns out to be the pattern. 
and it is only a possibility, we are now 
in the final phase. The first phase was 
the advance to the July high of 471 
and the second phase was the decline 
to the August low of 445. The third 
phase was the expanding top to the 
September high of 490 and the fourth 
phase was the expanding bottom to the 
October low of 433. This, incidentally. 
was the first time a previous low was 
penetrated since the advance started in 
October, 1953. The present advance 
from the October low would be the fifth 
phase and, if the pattern since July has 
been a distributional tov, the advance 
should carry to new high territory al 
about the 510-520 area with broad pub- 
lic participation on heavy volume. The 
ultimate outcome would be a 
to possibly the 400-360 level. 


decline 


All of these possible patterns are o! 
relatively short-term significance and 
which proves to be the eventual pattern 
is, of course, extremely problematical. 
The intermediate term possibilities vis- 
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ualize a possible high of 520 or about 
6‘% above present levels and a possible 
low of 360 or 23% below present 
levels. Regardless of which possibility 
eventuates, these are the most unfavor- 
able investment odds witnessed in a 
long time and dictate a cautious invest- 
ment policy over the near term. 


Over the longer term, both the fund- 
amentals and the technical pattern sug- 
gest much higher prices by 1960, re- 
gardless of what transpires in the in- 
terim. I visualize a price level in 1960 
of 750 in the 


average. 


Dow-Jones industrial 


EpmMuND W. TABELL 
WALSTON & CO. 


Bonps REFLECTING RESERVE 

RESTRAINTS 

1955 came to a close with the bond 
market as a whole at or near its lows 
for the year. The restraining monetary 
policies on the part of the Federal Re- 
serve System reflected its fears in re- 
spect to possible excessive use of 
money which might eventually result in 
a vicious spiral. Unlike 
1954. when a lift to business seemed in 


inflationary 


order, the problem of monetary authori- 
ties during 1955 was how to prevent 
the economy from getting out of hand 
without exercising unduly harsh meas- 
ures. The independence of the Federal 
Reserve during the year should be com- 
mended and it is believed that the Sys- 
tem will continue to be independent in 
1956, even though an election year, al- 
though there is no doubt that there is 
fairly close coordination with the Treas- 
have to 
be really demonstrated shorily as some 


ury. This independence may 


eyebrows were lifted by the recent ac- 
tion of the Reserve in buving c>rtificates 
while the Treasury was refunding an 
issue of maturing certificates, which 
seemed to of the sound 
principles of open market policies. Per- 


violate some 
haps the operation was a coincidence. If 
not it would represent a complete re- 
versal of what might be construed as 
realistic policy. Flexible monetary pol- 
icy and Reserve decisions in respect to 
limiting or expanding credit are prob- 


ably the barometers on 


best general 
business today, so we earnestly hope 
Reserve policies will represent their in- 
dependent viewpoints. 

The market on Government obliga- 
ions seems headed for further adjust- 
inents, particularly in the short-end. 
Recent sales of 90 day bills reflect the 
lightness of money which may continue 


ior some time after the turn of the 
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year. Any early expectation of easier 
monéy seems premature, consequently 
one might continue to expect liberal 
yields on bills and acceptances. If tight- 
ness continues, one might also antici- 
pate further action on the rediscount 
rate, as well as a rise in the prime rate 
of commercial banks. The Treasury 
does not seem to have any serious prob- 
lems of refunding as maturities over the 
year are evenly spaced, consequently 
long-term financing does not seem to 
be a factor during the early part of the 
year. Perhaps the interest pattern is re- 
verting to that which prevailed for a 
great many years prior to 1933. As a 
matter of history, in all but two years 
between the Civil War and World War 
I, yields on long-term issues were lower 
than those on short-term. The historical 
pattern really did not change until the 
advent of the “New Deal,” caused in 
the main by excess of bank reserves 
and the change in the economy with 
liquidity the keyword. The present de- 
sire on the part of investors to secure 
regular income should naturally bring 
more stability to the long-term market 
rather than in the less stable short-term 
market, as evidenced by continued de- 
mand from private and public pension 
funds. Perhaps abnormally low yields 
may be history and money again com- 
mand a fair return. 


The tax-exempt market has again felt 
the weight of new offerings which caused 
considerable adjustment in yields on 
outstanding issues. The reception on 
new issues is improving mainly because 
they seem to be just more than realistic- 
ally priced. Long-term professional in- 
vestors, such as trustees. might find un- 
usual medium 
maturities. Over the coming months this 


bargains especially in 


market could improve considerably, es- 
pecially if there is little or no relief 
from present income tax base. Postpone- 
ment of any real tax alleviation during 
1956 seems to be the sentiment in Wash- 
ington so a real change in the tax-ex- 
empt market may not appear until late 
spring or early summer. 


The corporate market has also re- 
ceded slightly and may give up further 
ground. Recent new issues have been 
accorded mixed receptions, even though 
seemingly realistic in comparison with 
prices of only weeks ago. Further liber- 
alization of yields may be only modest 
because the constant investment by pen- 
sion funds will minimize a decline; in 
addition, with quality issues attractive- 
ly priced life insurance companies and 
other long-term investors should ex- 


press interest. Some recent offerings 
seem to verify this viewpoint. There has 
been little or no pressure from seasoned 
issues, hence the present condition of 
the corporate market in reality repre- 
sents the weight of new offerings. Cur- 
rent prices and yields may prove to be 
most attractive from the long range. 

markets as a 
whole may be subject to pressure over 


In summary, bond 
the coming months depending on the 
action of monetary authorities in alle- 
viating credit restraint at such time as 
prospects for business are not so rosy. 
From a long range standpoint. however, 
a constructive viewpoint might be 
taken. In view of this. long-term invest- 
ors should not expect too much further 
liberalization of present yields. 

Joun P. GouRVILLE 
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Heads GE Trust Investment 
Edward G. Kinloch has been appoint- 

the General Electric 
Company’s Trust Investment Operations 
Department. Associated with General 
Electric’s financial operations for 22 
years, Mr. Kinloch will be responsible 
for the investments made by G.E.’s pen- 


ed manager of 


sion trust and five smaller trusts. 
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YIELDS HINGE ON RESERVE POLICY 


At the 1955 year end government and 
municipal markets were under the usual 
influence the 
main, however, the liberal yields on 
short, intermediate and long term issues 
continued to reflect heavy demands upon 
the money and capital market and the 
restraint policy of the Reserve authori- 
ties, reaffirmed by the rediscount rate 
increase to 244% November 18. The 
cumulative influence of Federal policy 
has been reflected in interest rates gen- 
erally but short term yields have in- 
creased faster than on intermediate and 
longer term governments and in turn 
the liberalization of yields in the inter- 
mediate section of the list have been 
greater than on the longer end. Conse- 
quently. over the course of the year the 
spread between short and long term 
yields has narrowed considerably. 


of seasonal factors. In 


For plotting purposes it might be 
noted that the 3s due 1995 yield about 
2.99°( while Treasury Bills at auction 
on December 23 reached a level of 
2.688. The 2°20 Certificates due 
December 1, 1956 issued in connection 
with the December refunding are ob- 
tainable to yield 2.67%. Looking at it 
another way, yields of Treasury Bills and 
one year certificates increased by about 
1.50 while in the 1-5 year maturities 
yields have improved by 85 to 115 basis 
points. Yields on intermediates improved 
by about 60 basis points but on the long- 
er term issues the improvement was only 
about 30 basis points. A good part of 
this change in yield relationships, how- 
ever, has taken place since August when 
the intermediate and longer term gov- 
ernments hit their low price for the 
year. The long 24% issues as well as 
3144s and 3s at present prices are rea- 
sonably well above the August lows, 
ranging 114 points higher on the 214s, 
about 114 points on the 314s and over 
2 points on the 3s. The longer interme- 
diate issues have not fared quite as well, 
although they are also above their lows, 
but shorter term issues lost ground. 


~ 80 


ISUUVU TOMA ONES TMI 


Federal Reserve credit 
policy curtailed the availability of credit 
and to meet heavy loan demand only 
two courses were open to the lending 
banks — to sell governments and other 
securities from their portfolios and to 
utilize rediscount privileges. The decline 
in bond prices and the successive in- 
creases in the rediscount rate increased 
the costs of recourse to liquidity. 


Restrictive 


In viewing the present interest rate 
level in various maturity classifications, 
one is impressed by the substantial flat- 
tening out of the “yield curve”, and 
readers are probably cognizant of the 
fact that on some of the recent equip- 
ment trust issues running 1-15 years one 
of them showed returns of 3.30% across 
the board and another a 3.10% return 
for a one year obligation and 3.30% for 
15 years. Perhaps the government curve 
would have been flatter too if there 
had not been such an important demand 
from non-bank investors for the securi- 
ties which the banks sold to provide 
funds for loans. Without this demand, 
short term rates might very well have 
gone above long term rates particularly 
since selling in long term Treasuries by 
holders was relatively light and pension 
funds, both private and public, are a 
source of demand. It is well recognized 
that the long term rate is influenced by 
the demands on the capital market and 
the short term rates reflect the substan- 
tial demand for accommodation in the 
face of restrictive credit policy. Com- 
mercial banks to December 14 sold al- 
most $7.5 billion of governments of 
which approximately $4.8 billion were 
represented by bills, certificates and 
other short term governments. 


It is customary to expect tightness in 
the money market at the year end and 
to endeavor to assess the demands on 
the money and capital markets for the 
ensuing year in an effort to make a rea- 
sonable projection as to the course of in- 
terest rates. The business pattern, of 
course, dictates the demand for accom- 
modation and influences Federal Re- 


serve policy. Forecasts generally are for 
a high level of business activity at least 
in the first six months of 1956, and, if 
this materializes, one can expect Re- 
serve policy of restraint to continue. It 
would be natural to expect, therefore, 
that the usual easing influences after 
the year end, such as return flow of cur- 
rency from circulation and repayment 
of seasonal borrowings, will be offset 
by open market operations. No change 
in policy can be anticipated until the 
business situation shows signs of chang- 
ing with lesser pressure by those factors 
which could be translated into a higher 
price level if production were to con- 
tinue to press against the ceiling of 
materials and labor. With a continued 
high or expanding level of business, one 
could expect higher rates particularly in 
the shorter term sector of the market, 
and if, in the opinion of the authorities, 
inflationary pressures are not contained 
by the cumulative force of actions al- 
ready taken, one might see a further 
increase in the rediscount rate. Policy, 
however, will undoubtedly seek to apply 
further restrictive forces cautiously and 
the endeavor will be to modify policy 
on either side without running the dan- 
gers of inducing a recession or chang- 
ing so abruptly that inflationary pres- 
sures might reassert themselves. 


Translated into bond market terms, 
the near term depends upon the attitude 
of the Federal Reserve in offsetting the 
normally easing factors which come after 
the year end and their course will de- 
pend upon their assessment of the busi- 
ness pattern. Currently, one would sus- 
pect that these easing factors would be 
offset and that short term rates would 
continue around present levels with bond 
prices in a trading range. If business ac- 
tivity continued to expand, one would 
expect somewhat higher yields in the 
short and intermediate sector with the 
banks continuing to be sellers of gov- 
ernments to meet further loan demand. 
The capital market, however, might be 
relatively stable with little change in 
yields from the present level due to the 
fact that a large part of plant and equip- 
ment expenditures will come out of in- 
ternally generated funds. 


On the other hand, emissions in the 
municipal market undoubtedly will con- 
tinue of substantial proportions unless 
some borrowers decide to postpone fi- 
nancing. If housing starts to show in- 
crease seasonally, mortgage demands 
probably will continue at a high level 
although the backlog of forward com- 
mitments might be reduced, showing 
some offset in line with the lags charac- 
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teristic of this field between housing 
starts and financing. Forecasts of the 
economists inject some “ifs” into the 
situation and in an approach to the bond 
market one can not do otherwise but lay 
stress on the importance of watching 
the business pattern closely since it is 
to this pattern that Federal Reserve 
policy will be geared. 


THE TRUSTEE AND Forp Moror 


The long-awaited financial details of 
Ford Motor Co. operations have dis- 
pelled the mystery which surrounded 
the Company and it is a foregone con- 
clusion that the public offering of 10,- 
200.000 shares of newly-reclassified 
voting stock scheduled for January 18th 
will, barring some unlikely and unfore- 
seeable combination of events, “go out 
the window” and immediately command 
a premium in the over-counter trading 
markets. The tremendous glamor of the 
Ford name makes this record offering a 
classic example of the desire of an un- 
informed public to participate in the 
fortunes of the second ranking motor 
car producer and it is fortunate that 
the greatest care has been taken to as- 
sure a wide and equitable distribution 
with a minimum of favoritism and free- 
riding. 


How does the stock of the company 
stack up with the trustee for a place in 
personal or pension fund portfolios? A 
check with fourteen trust investment of- 
ficers of New York City banks indicates 
that the majority position will be on the 
sidelines until such time as price flurries 
subside and the market finds its level. 
Only two expressed marked enthusiasm 
in the estimated 67-72 offering range 
while four had no plans to place it in 
the preferred list. The others are taking 
a waiting attitude, although in some 
cases where specifically requested by 
co-trustees or where special conditions 
rule, initial commitments may be made. 


The overall coolness to the newly 
available stock generally responds to 
the relatively unfavorable appraisal of 
motor industry prospects for 1956 as 
compared with the record year just 
closed. These experts unanimously con- 
sider Ford inferior to GM in diversifica- 
tion and integration, although superior 
to Chrysler in integration but most of 
them are not interested in any motor 
commitments at present levels. There 
appears a rather general feeling that, 
when the dust has cleared, sometime 
during the balance of the current year 
there will be opportunities to take a posi- 
tion in this field at more realistic levels. 
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The prospect of additional offerings of 
Ford stock by the Ford Foundation is 
another contributing factor. 


Among the comments heard about the 
Ford offering are, for example, that the 
past earnings record is somewhat spotty 
with some lengthy periods of drought, 
although since 1946 new and aggressive 
managerial concepts have produced, for 
the capital invested, relatively better re- 
sults than GM. On the other hand, it 
was observed that GM was probably 
worth more than present market in the 
event of a spin-off of its divisional ac- 
tivities and that it represented very 
tough competition, plus greater immun- 
ity to failure of a single motor car 
model. One informant suggested that 
Ford was worth 1.5 to 2 times less than 
GM on a P/E ratio basis, citing the 
props afforded to the latter by Frigi- 
daire, Electro-Motive Diesel and Gov- 
ernment defense projects. In the last 
named field. Ford has a relatively minor 
position, which can be regarded from 
two viewpoints. 

In spite of the negatives brought out 
in the above opinions, Ford is favorably 
regarded by the majority of these com- 
mentators as a long-term motor com- 
mitment but industry prospects tend to 
dim its appeal now. Except in the few 
instances where investment officers 
stated a preference for GM as the sole 
vehicle in a limited motor industry al- 
location, it is a safe bet that trustee in- 
vestment in this outstanding company 
will grow apace over coming years as 
market and industry conditions reach 
parity with individual yardsticks of in- 
vestment merit. 


Savincs BANK FuND MarKs FURTHER 

PROGRESS 

The Institutional Investors Mutual 
Fund, Inc., the common stock investment 
vehicle for 66 mutual savings banks in 
New York State, reports another suc- 
cessful period terminated as of Decem- 
ber 31st, with asset valuation per share 
at that date of $1,557 against $1.516 
six months earlier.* Dividends during 
the past half year totalled $25.50 per 
share from net investment income, plus 
$25. from net capital gains. Realized se- 
curity profits for the second half were 
$138,235, bringing the year’s total in 
this always-welcome activity to $400.- 
390., and, in addition, the portfolio 
showed unrealized capital appreciation 
of nearly $5.3 million, again a rise of 
nearly $800,000 in the half year. With 
total assets of the Fund at just a shade 
under $23 million, investment manage- 


*(T&E, July 1955, p. 578.) 


ment costs are being whittled down as 
lower rates applying above $20 million 
come into force. 


Examination of the portfolio reveals 
no variation in usual conservative policy. 
Modest reductions, however, in General 
Motors and Bethlehem and United States 
Steel accent lessened risk while posi- 
tions in supposedly more stable and de- 
fensive areas have been increased. In 
point, the electric utilities and oils, which 
rank as the major groups with 15.8% 
and 13.84%, respectively, have risen. 
A new name in the latter group is 4,500 
shares of Union Oil of California. with 
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the only other newcomer being 2,500 
American Optical Co. Stocks eliminated 
were 2,200 Borden 3.090 Great 
Northern Railway. 


and 


The share total increased at year-end 
to 392,513 shares, up some 51,000 shares 
which represented 93.99% of to‘al a3- 
sets against 97.83% six months earlier. 
Government bonds have been built up. 
apparently in preparation for whatever 
opportunities may 
in the stock section. The accompanying 
table shows the Fund’s composition by 
groups, valuation and percentage. 


present themselves 


a & & 


Economic Outlook 

This country’s economic structure is 
today better able to resist shocks than 
ever before and, inasmuch as the causes 
of past deep depressions have been 
man-made, adoption of wise fiscal and 
monetary policies can correct them. in 
the opinion of Dr. Arthur R. Upgren. 
dean of the Amos Tuck School of Busi- 
ness Administration at Dartmouth Col- 
lege. Speaking before the New England 
Trust Conference in Boston last month. 
Dr. Upgren pointed out that the three 
main causes of depression are inventory 
liqu.dation, decrease in business plant 
expenditure and coniplete collapse of 
the 
with the first indicates that we can “live 
with it”. 
of by the assumption of 


money supply. Recent experience 
while the second is taken care 
“substantial 
responsibility for maintained capital ex- 
penditures” by industry. The third fac- 
tor. collapse of the money supply, oc- 
curred six times between 1873-1933 and 
there were three sustained deep depres- 
sions. Today, however. said Dr. Upgren. 
we have the amortized mortgage, 
employment compensation, old age pen- 


un- 


sions. a liquid banking system and a 
flexible Federal structure, all of 
which contribute to greater stability. 
The 1956 outlook is favorable with 
boom conditions probably forcing some 
moderate price advances in the first half 
which, in his opinion, are “a small price 


tax 


to pay for continued economic growth”, 
The Reserve authorities will keep a tight 
rein only until satisfied that excesses 
and inflationary forces have been routed. 
On the matter of consumer debt, Dr. 
Upgren expressed the belief that some- 
time during 1956 the repayment rate 
would exceed the rate of new borrowing 
on installment. permitting replenish- 
ment of the $5 billion lag in 1955 sav- 
ings which went into consumer durables. 
These savings could considerably assist 
1956 industrial expansion plans. 


INVESTMENTS OF INSTITUTIONAL INVESTORS MUTUAL FUND, INC. 


SHARES 


4,300 


10,500 


100 


2,200 
6,100 
3,000 
6,000 
2,000 


2,800 


4,960 
3,700 


8,500 
18,380 
16,000 

6,500 


7,650 
6,440 
7,000 
10,150 
4.300 
6.500 
6.400 
5,900 
3,850 
11,800 
7.000 
4,900 
1,500 
6,000 
6,500 


3,500 
3,000 
2.800 


15,000 


11,571. 


3,500 
7,500 
7,000 


December 31, 1955 
MARKET 


Group (in thousands) 


AGRICULTURAL EQUIPMENT 


Allis-Chalmers $ 290 
(1.27%) 

AUTOMOBILES & ACCESSORIES 

General Motors $ 485 
(2.12%) 

BuILDING MATERIALS 

U. S. Gypsum $ 126 

(.55%) 
CHEMICAL 

E.. I. du Pont $ 508 

Eastman Kodak 494 

Hercules Powder 404. 

Texas Gulf Sulphur 224 

Union Carbide 220 
(8.09%) $ 1.851 

CONFECTIONERY 

American Chicle $ 184 

(.81%) 
CONTAINERS 

American Can $ 230 

Continental Can 325 
(2.43%) $ 556 

Drucs 
McKesson-Robbins $ 


37 
Mead Johnson 5] 
Merck 44: 
Sterling Drug 38 


(7.46%) $ 1,708 


Evectric & Gas 
American Gas & Elec. $ 378 
Baltimore Gas & Elec. 218 
Cincinnati Gas & Elec. 192 
Commonwealth Edison 418 
Consolidated Edison Co. 203 
Gulf States Utilities 239 
Idaho Power 204 
Kansas City P. & L. 215 
Louisville Gas & Elec. 195 
Northern States Power 209 
Oklahoma Gas & Elec. Co. 255 
Philadelphia Elec. 193 
Southern California Ed. 230 
Virginia Electric 246 
Wisconsin Electric "214 


(15.80%) $ 3,617 


ELECTRICAL EQUIPMENT 


General Electric $ 202 
Sylvania Electric 136 
Westinghouse Electric 168 
(2.21%) $ 507 

FINANCE 
Beneficial Finance $ 301 
1 Commercial Credit 590 
(3.90%) $ 892 

Foops 
General Foods ee Meee 
National Dairy 296 
Pillsbury Mills 411 
(4.53%) $ 1,036 


MARKET 


SHARES Group (in thousands) 


INSURANCE 


4,500 U. S. Fid. & Guar. ; $ 303 
(1.33%) 
MACHINERY 
2,400 Caterpiller Tractor $ 144 
3,000 Ingersoll-Rand 208 
(1.54%) $ 352 
METALS 
3,400 Aluminum Co. of Amer. $ 297 
6,000 Climax Molybdenum 408 
4,000 Kennecott Copper 470 
(5.14%) $ 1,176 
OFFICE EQUIPMENT 
3,000 Pitney-Bowes $ 136 
(.60%) 
Paper & PuLp 
3.450 Crown-Zellerbach $ 204 
(.89%) 
PETROLEUM 
1,000 Continental Oil $ 400 
8,000 Ohio Oil 278 
1.477 Phillips Petroleum 367 
4,500 Shell Oil 289 
5,200 Skelly Oil 305 
6.100 Socony-Mobil 393 
2,625 Standard Oil of Cal. 238 
2,200 The Texas Co. 267 
4,500 Union Oil of Cal. 240 
7.500 United Carbon 388 
(13.84%) $ 3.169 
RAILROADS 
1,500 Atchison, Top. & Santa Fe _ $ 220 
1500 Union Pacific 269 


(2.14%) $ 489 


RETAIL TRADE 


4.000 Allied Stores $ 226 
5,500 First National 332 
6.000 Jewel Tea 301 
8,400 National Tea 405 
2,500 J. C. Penney 248 
(6.61%) $ 1.513 
SHOES 
3,500 General Shoe (.98%) $ 224 
STEEL 
2,000 Bethlehem Steel $ 327 
6.000 United States Steel 348 
(2.95%) $ 675 
TELEPHONE 
1,800 American Tel. & Tel.(1.42%) $ 324 
TirE & RUBBER 
6,300 Firestone Tire $ 499 
5,300 B. F. Goodrich 459 
(4.19%) $ 959 
MISCELLANEOUS 

9,000 General American Trans. $ 632 
2,500 American Optical 98 
(3.19%) $ 731 

392.513.4 Total Common Stock __ $21,516 


(93.99%) 


*New commitments since last reported. 
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348 ‘ On January 1st, over 400 service stations of W. H. Barber barge up the Mississippi to marine storage and terminal 
Company and its jobbers in Minnesota, lowa, Wisconsin, facilities in lowa and Minnesota. This storage capacity has 
675 and the Dakotas, started selling the branded products of been increased by 35 million gallons, and flexibility of dis- 
The Pure Oil Company. tribution provided, as a result of the Barber acquisition. 
324 Although PURE has been marketing its products in this The addition of the Barber facilities is another important 
area for over a quarter of a century, the acquisition of the step forward in PURE’s aggressive growth program. 
marketing facilities of the Barber Company rounds out ‘Throughout its entire marketing area, the continual build- 
499 7 PURE distribution in this important area which is tributary ing and remodeling of service stations at strategic locations 
459 to PURE’s recently acquired Lemont, Illinois, refinery. is making it convenient for more and more motorists to 
Finished products from Lemont are now moved economi- “Be sure with Pure’’. 
959 cally through the new Badger Pipeline into Wisconsin, or by 
632 
THE PURE OIL COMPANY 
ton 
516 Producer @ Refiner © Transporter © Marketer 
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35 East Wacker Drive 
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To the place 


where the 


NEw YorK is the focal point for facts about 
securities. It is the natural place for us to be, 
since we are responsible for investments that 
run into the billions. 

But not all facts-in-the-making can be 
gleaned from investment manuals, corporate 
reports, the financial news or even from cor- 
respondence with management. 

Someone has to catch a train or plane 


for the place where new facts are being born. 


united 


4.5 Wall Street, 


facts grow 


He will talk with the chief executive officer 
and with other members of the official family 
who £now. When new processes and products 
are due to have an impact on earnings, he will 
learn about them at first hand. 

The officers of United States Trust 
Company accept travel as a normal part of 
their business lives. Some facts will not come 
to us: we hunt them out and bring them 
back—alive. 


States Crust Comparty 
af New York 


CH ARTERED 1853 


New York 5, New York 


le et 
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CAUTIONARY Attirupe Notep 


In Fourth Annual Trust Investment Symposium 


Trustees constantly attempt to be 
prepared against the unexpected; it is 
one of the prime obligations of this 
selfless calling. Hence, conservative 
appraisal, often the cause of criticism, 
is the norm rather than the exception. 


One year ago, the trustee contributors 
to the Third Annuai Symposium saw 
a “liberal quota of question marks” in 
stock prices, a large percentage of which 
have probably been turned into dollar 
signs by profit-taking or have added to 
unrealized appreciation. The dominant 
note in the current crop of opinions 
from 32 trust investment officers is, 
quite understandably, similar to last 
year but unmistakably heightened by 
doubts of the markets’ ability to hold 
the pace of 1955 which has raised the 
averages and the main body of trustee- 
type stocks to record levels. 

Despite this cautionary attitude, how- 
ever, these managers view the longer- 
term outlook for the economy so favor- 
ably that the eventua! benefits of parti- 
cipation in equity markets far outweigh 
the risks. Their aim is to keep their 
balance and move along with the main 
trend while spacing stock commitments 
to obtain the best average prices within 
reason. 

Among the reporting banks, none ap- 
pears to use a formula investing plan, 
as such, although continuing statistical 
studies, review of accounts and chang- 
ing emphasis fixed-income to 
equity media or vice-versa tend to con- 
tribute to somewhat 


from 


comparable _ re- 
sults. The editors once again thank the 
contributors for their kind collaboration. 





SECURITY-FIRST NATIONAL BANK 
Los Angeles 


Our approach would be somewhat 
along the pattern of bonds, 45%, pre- 
ferred stocks, 15%, common. stocks, 
40%, These percentages are approxima- 
tions to be fitted to the circumstances of 
each account. It becomes increasingly 
important to weigh selections carefully 
in order to protect trust income and at 
the same time provide for growth of 
principal. 

Bonds — the 45% position would 
represent a diversified group with spread 
maturities and would include Govern- 
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ments, public utilities, rails and indus- 
trials. About 10% of the entire portfolio 
would be in relatively short-term Govern- 
ments such as the recent 2%g% Treasury 
due 6-15-58, this amount to be used as 
a potential burying reserve to acquire 
additional bonds and/or common stocks, 
either new issues or adding to some ac- 
quired previously. With the prevailing 
better yields on short term Treasurys and 
short-term paper, this portion of the 
portfolio should produce an average re- 
turn of between 3% and 344%. 


Preferred stocks generate pronounced 
feeling among investment men, either in 
favor of or against buying. We would 
use selected preferreds in the public 
utility field and certain industrial pre- 
ferreds that can be had on a yield basis 
approximating 414%. This is 1% better 
return than available on bonds. While 
we all know preferred stocks have no 
maturity dates as have bonds, never- 
theless, the 1% helps improve the yield 
on the fixed-income portion. In some in- 
stances, this 15“ position in preferreds 
would be reduced and public utility, 
bank, or insurance common stocks used 
in lieu thereof. 


Common stocks — the factor of selec- 
tivity here becomes most important. With 
market conditions relatively high and 
with normal uncertainties of an election 
year, we would stress a combination 
position of relatively stable or defensive 
type common stocks along with aggres- 
sive growth issues looking ahead into the 
next decade. Public utilities, insurance 
stocks, and bank stocks would be con- 
sidered along with a rather broad group 
of industrial issues. In this latter cate- 
gory, oil stocks would occupy a prom- 
inent position with some representation 
in chemicals and electronics. Considera- 
tion would also be given to some position 
in natural gas, foods, tire and rubber, 
building, metals including steel, paper, 
glass, and retail trade. 


In composition of a portfolio, some 
of these fields might have to be omitted. 
In that event, acquisition could be made 
later with part or all of the reserve of 
Governments. Again, depending upon 
the income needs of the portfolio, the 
common stock position would have to be 
varied to meet the required objective. In 
some accounts, the best yielding indus- 
trials and utlities would have to be 


stressed, and in others with less emphasis 
on current income, more stress could 
be placed on lower yielding stocks for 
future growth. Today it is even more im- 
portant to look beyond dividend yield 
to earning yield and future earning 
yield in acquisition of common stocks. 


W. F. Jones, 
Ass’t. Vice Pres. 


Bank oF America N.T.S.A. 


San Francisco 


When reviewing investment problems 
of previous years, it is evident that im- 
mediate worries have proven insignifi- 
cant in comparison with the growth of 
the economy and investment opportuni- 
ties then available. Notwithstanding the 
periods of optimism and _ pessimism, 
our economy has continued its growth 
in the past decade. Further, successful 
trust investment programs have been 
those based on long-term rather than 
short-term investment philosophy. 


Predictions for this year point to a 
leveling off in production for some lines, 
increasing inventories and a slow down 
in consumer demand for goods while 
capital outlavs and Government spend- 
ing are expected to rise. A diversity of 
trends may be anticipated with a breath- 
ing spell for some industries and pos- 
sible peak capacity for others. 


1956 investment 
planning should be careful selectivity 
with emphasis on long-range results. 
An objective of 50% in fixed income 
securities and 50% in equities has been 


The keynotes to 


selected as a program for a new fully 
discretionary trust with normal income 
needs, no tax problems or unusual cir- 
cumstances. For the fixed income por- 
‘ion, funds would be employed in U. S. 
Government and corporate bonds, a 
small amount in preferreds and possible 
real estate loans. The bond maturities 
would be spaced commensurate with 
yield and the Governments would be 
available as reserve in the event of 
emergency or for any 
changes. 


investment 


The funds to be invested in equities 
after special consideration of quality, 
values, timing, earnings power, etc., 
would be well spread. Approximately 
20% would be placed in utilities, banks 
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and insurance shares and the remaining 
30% in industrials, particularly basic 
industries such as electronics, chemicals, 
oils, building and steel. 


THOMAS LEITH, 
Trust Officer 


WILMINGTON TrUsT Co. 
Wilmington, Del. 


The investment of a fully discretion- 
ary trust account currently being estab- 
lished with no unusual circumstances or 
restrictions and of a size sufficiently 
large to assure adequate diversification 
should be based at this time on a con- 
servative rather than an aggressive ap- 
proach for several reasons: 


(1) Business generally continues at a 
very satisfactory rate and _ the 
momentum of 1955 should be a sus- 
taining force well into the first half 
of 1956 in spite of the efforts of 
the Federal Reserve to slow down 
the pace of credit inflation by 
monetary controls, which should 
result in a gradual decline in busi- 
ness activity later in the year. 


(2) The recognized stock market aver- 
ages are at a new peak historically, 
having recovered fully from the 
initial shock of President 


hower’s heart attack. 


Kisen- 
(3) The yield curve has flattened out 
considerably so the return from 
short to medium term bonds is rela- 
tively more attractive when com- 
pared with many common stocks, 
particularly the “blue chips;” also 
preferred stocks now sell on a yield 
basis which is comparable to these 
same equities, and 

Many stocks continue somewhat 
fully valued based on a reasonable 
capitalization of longer term earn- 
ing power and dividends. 


(4) 


Under present conditions, which are 
not materially different from a year ago, 
a new trust today would be invested 
approximately 35‘: in common stocks, 
10% in preferred stocks, and the re- 
maining 55% in bonds. The eventual 
goal in equities, however, would be in 
a range of 50° to 55% which might 
be reached in a year or so by purchases 
made periodically on the dollar aver- 
aging principle. 

For the bond portion. the cash reserve 
for common stock purchases would be 
invested in short term U. S. Treasury 
issues in view of the high yield now 
available. Medium to long term cor- 
porate bonds would be acquired with 
some preference to suitable convertible 


36 


issues though at this time there are very 
few that can be considered. Public util- 
ity bonds continue to provide a some- 
what higher return than industrial is- 
sues and consideration would also be 
given to railroad bonds in view of the 
higher return considering quality. Real 
estate amortizing mortgages, currently 
bearing interest at 5%, would be used, 
if available, for the better yield. 


An investment in preferred stocks has 
been indicated but would be made only 
if the added income is relatively im- 
portant to the beneficiary. As with bonds, 
some preference would be given to 
stocks with a conversion feature or with 
a sinking fund. 


Common stocks would be selected to 
give adequate industry diversification 
with some emphasis on greater defensive 
characteristics. However, some stocks 
should be included which are principally 
attractive from the longer term growth 
viewpoint. The common stocks would be 
chosen from the following groups: pub- 
lic utility including natural gas, chem- 
ical, oil, banks, finance companies, foods, 
dairy products, cans, paper, building, 
electric equipment, office equipment, and 
rubber. 


W. D. MeERtTz 


Ass’t. Vice President 


The Riggs National Bank 
Washington, D. C. 


For several years fully discretionary 
accounts free of restrictions and of size 
to permit proper diversification have 
been divided as follows: 


1lO™ to 20% in U. S. Government 
Obligations 

40‘ to 60% in preferred and common 
stocks 

30° to 40% in notes secured by first 


of trust on local 


real estate. 


deeds 


Among established trusts, the distri- 
bution which might be called “typical” 
10O% in U. 
as a cash reserve, 
stocks, and 40‘% in real estate notes. 

Tax exempt income is used where in- 
dicated and, as a matter of fact, our 
purchases have increased over the past 


would be S. Governments 


50% in common 


vear as the yield on tax exempts has 
become more attractive. We have placed 
emphasis on new Housing Authority 
Bonds: and also, having in mind the 
geographical distribution of bonds here- 
tofore acquired, preference has been 
riven to general obligation bonds of 
Midwestern communities, rated “A” or 
better. Our purchases of revenue bonds 


have been limited and confined to is- 
sues such as the City of Los Angeles, 
Department of Water and Power Bonds. 
We have not generally purchased toll 
bonds for trust funds, the major excep- 
tion being the State of Maryland, Bridge 
and Tunnel Revenue Bonds. 


Purchase of corporate bonds has been 
confined to long term endowment and 
pension fund trusts and special ac- 
counts. In the case of these funds, the 
majority have been utility issues, al- 
though we have some industrial, rail, 
and railroad equipment holdings. As 
with tax exempts, it is our policy to 
confine purchases to bonds rated “A” 
or better. 


Bonds, our 
present practice in routine accounts is 
to obtain maturities no longer than the 
214’s due December 15, 1958, except 
for cause. as where the long 214’s sell- 


[In selecting Treasury 


ing at a discount are indicated for po- 
tential Federal Estate Tax purposes. We 
endeavor to diversify tax exempt and 
corporate bonds by maturity, with per- 
haps some concentration in tax exempts 
in the 10-15 bracket. Likewise, 
preferred stocks have been confined to 


year 


special accounts for income purposes. 
and, in general, preferred holdings have 
run not 5% -10% 


more than of port- 


folio valuations. 

Because of highly favorable local ex- 
perience, real estate note percentages 
are considerably higher than ratios in 
other localities. These notes, which we 
ordinarily obtain at par. presently yield 
Alin to 5%: 3 to 5 


years for term loans, and 10 or 15 years 


and mature in 
as to curtail and monthly payment loans. 
From the standpoint of the Trustee, real 
estate notes are more expensive to pro- 
cess than Government and _ corporate 
bonds, but they produce a much more 
favorable result for the beneficiaries. 
In selection of common stocks. we 
have consistently kept within the high 
quality category and our specific selec- 
tions have depended upon portfolio re- 
quirements as to income and stability 
versus capital growth. Within routine ac- 
counts, we have endeavored to obtain a 
cross section to provide both reasonable 
current income and opportunity for ap- 
preciation. It is interesting to observe 
that some holdings selected for defen- 
sive purposes, such as utilities in the 
South and West, have been highly satis- 
factory in capital appreciation. For in- 
come we still turn to the public utilities. 
meluding natural gas and _ telephone 
shares: and also to food stocks; and to 


such equities as General Motors and In- 
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DEALERS IN 
State, Municipal and Public Housing 


Agency Bonds and Notes 


The Chase Manhattan offers trust officers and others acting 
in fiduciary capacities a well rounded service 

in this type of investment. Inquiries will receive 

the personal attention of experienced officers. 


Bond Department 
THE 


CHASE MANHATTAN 
BANK 


Head Office: 18 Pine Street, New York 15 


Member Federal Deposit Insurance Corporation 
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ternational Harvester. For capital growth 
purposes, our selections include petro- 
leum and chemical stocks and to a 
lesser extent, aluminum, rubber, and 
paper shares. Specific stocks we have 
bought in these industries are Phillips 
Petroleum, duPont, Aluminum Company 
of America, International Paper, and 
B. F. Goodrich. 


Stock ratios over the past two years 
have exceeded 60% in numerous estab- 
lished portfolios, and we have taken 
down profits where feasible from an in- 
come tax standpoint, but we have felt 
no urgency in cutting back because 
market prospects have seemed encour- 
aging and the accounts in good posi- 
tion. In some cases where portfolios 
embraced cyclical stocks deposited with 
us, we have maintained overall stock 
ratios but have shifted the cyclical hold- 
ings to more stable stocks. 


Some growth industries have been 
considered from time to time, such as 
air-conditioning, television and radio, 
where to date we have not been willing 
to purchase for trust funds. Representa- 
tion in other equities such as cigarette, 
ethical drug, insurance, and _ variety 
chain stocks has been reduced; and re- 
placements have included glass, con- 
tainer, natural gas. bank, and petroleum 
stocks. 


As against established accounts which 
might run 60% in common stocks, in 
new accounts we would place up to 
40°% in common stocks now with an 
expectation of reaching a higher level 
at a later date. Our stock purchases 
would be diversified by industry and 
the individual holdings would be limited 
to not more than 5% of assets in any 
one item. The holdings would be select- 
ed with a view to anticipated results 
over several years. Selections for capi- 
tal growth would include National Lead 
and Gulf Oil and for income Corn 
Products, American Can and Southern 
California Edison Co. It is 
that stocks on our so-called “reference 


observed 


list” range in yield from 1% on an 
office equipment stock included for capi- 
tal appreciation, to over 6% on a mer- 
chandising stock for income. Composite 
selections in a representative portfolio 
would yield perhaps 4% to 446%. 

F. L. Cuurcn, Jr. 

Trust Investment Officer 


THE First NATIONAL BANK 
Miami 


With a new aberrations, the position 
! would take today is basically the same 
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as the one expounded in the January 
1955 issue. The only basic developments 
that I can think of is that, where a year 
ago we would have committed in this 
hypothetical discretionary trust about 
55% of the funds into common stocks 
immediately, it would be our inclina- 
tion today to do this in stages, perhaps 
by purchasing one-half of the 55% at 
the outset and the remaining half a few 
months later. With the current level of 
the stock market and with little pros- 
pect of substantially better business con- 
ditions in 1956, this might afford the 
trust an opportunity to “average down” 
its cost of purchase of equities. In al- 
most all other respects our philosophy 
is the same. 


EpwarpD F. Swenson, Jr., 
Vice President 


Trust COMPANY OF GEORGIA 
Atlanta 


The sustained upward trend of equity 
prices in recent years has caused a sig- 
nificant rise in the ratio of common 
stocks in many accounts. As a result, the 
majority of our trusts, including the 
Common Trust Fund, presently have be- 
tween 50% and 60% of their total mar- 
ket value invested in common stocks. Be- 
cause of our confidence in the long 
term future, we have considered these 
ratios satisfactory to maintain; how- 
ever, equity prices have been advancing 
faster than either earnings or dividends 
and at current levels our attitude for the 
intermediate term is best described as a 
cautious one. 


In a new discretionary trust starting 
with cash, therefore, we are inclined to 
use a lower percentage of equities than 
is typical of our older trusts. In theory, 
perhaps, there should be no distinction 
but from a practical viewpoint it is dif- 
ficult to ignore the cost of capital gains 
taxes and the cushion against a possible 
market decline that is afforded by ex- 
isting appreciation. For these reasons, 
it is likely that we would place only 40% 
to 50% of a new trust in 
stocks, 


common 


A 40% ratio, however, would be con- 
sidered a minimum and our ultime ie ob- 
jective in common stocks would be 
higher. We would not, however, set up 
a liquid reserve in the form of short 
term paper for future common stock 
purchases because of our belief that in- 
come needs and the uncertainty of the 
market would make such a policy un- 
wise. Rather, we would invest the re- 
maining funds in longer term bonds and 
preferred stocks and assume the market 
risks inherent in these securities. In 


spite of the possibilities of capital loss, 
we would then replace these issues with 
equities when the time to do so appeared 
propitious. 

Assuming the beneficiary of this trust 
was not in an income bracket which 
would make tax exempt municipals ad- 
vantageous, we would invest the bulk 
of the funds earmarked for fixed income 
securities in corporate obligations. In 
addition, we would attempt to limit our 
purchases to new issues and we have 
been impressed with the high yields pro- 
vided by finance company bonds. We 
still regard preferred stocks without en- 
thusiasm, but since good quality pre- 
ferreds afford higher returns than many 
common stocks, we would be willing to 
place up to 15% of a new account in 
such issues if income was an important 
objective. 

Our selection of common stocks would 
give greater emphasis to industries whose 
operations are characterized by stability 
and moderate growth than to those 
whose operations are subject to wide 
fluctuations in line with changes in busi- 
ness conditions. We have not been using 
the steels, automotives, or copper stocks 
at these levels, but we do regard elec- 
trical utility stocks and oil stocks as be- 
ing particularly attractive now and 
would place between 18% and 25% of 
the common stock money in each of 
these two industries. Other groups which 
we regard favorably enough to use at 
this time would include the multiple line 
insurance companies, dairy companies, 
paper companies, electronic companies, 
some of the retail trade companies and 
the chemicals. It is difficult to omit the 
latter group from a diversified list of 
common stocks but at current prices we 
have less enthusiasm for this industry 
than one year ago. . 


While our approach to common stocks 
is more cautious and defensive than ag- 
gressive, we still are reluctant to pur- 
chase issues solely because of stability 
of operations. The electrical utilities and 
the dairy companies are two industries 
which we favor because we believe that 
stability of operations is combined with 
moderate but relative steady long term 
increases in earnings and dividends. The 
more typical low yielding growth stocks 
are used sparingly. 


We do not use a formula plan in our 
supervision of common stocks, but allow 
our judgment. ot current and _prospec- 
tive conditions to provide the basis for 
the ratio of equities which we are will- 
ing to retain. About six months ago, we 
adopted a policy of reviewing each ac- 
count which had over 60% in common 
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stocks and, in’some cases, we recom- 
mended reductions in equities ranging 
up to 10% of the total. Because of our 
longer range optimism, however, in no 
case did the reduction in equities exceed 
this amount. 


NorMAN S. WELCH, 
Vice President 


Curcaco TirLte & Trust Co. 


Chicago 


In thinking about the question it 
didn’t seem to me that I could add much 
that would be very different from many 
other answers you will receive. Instead, 
I began to wonder if it wouldn’t be more 
useful to mention some of the thorough 
misconceptions that have gained wide- 
spread currency. Seldom have so many 
people been so sure of so many things 
that just aren’t so. 


Hardly a mail comes in without a tabu- 
lation demonstraiing that the Dow Jones 
Average or Carbide or Steel is selling 
today at a much lower price/earnings 
ratio than at previous market peaks. | 
have one before me, (prepared, inci- 
dentally, by a very able individual) 
which shows that Standard and Poor’s 
Daily Average is selling at 15 times 
earnings at the date of the tabulation, 
as compared with 17.5 times at the 
peak in 1946; 16.7 times in 1937; and 
19.5 times in 1929. It would appear that 
memory is short. As it happened, both 
in 1929 and in 1937 there was a very 
sharp decline in business and profits in 
the year. At the time the 1929 and 1937 
peaks were made, stock buyers thought 
they were buying considerably higher 
earning power than turned out to be the 
case. | have never taken the time to work 
out figures on a complete stock average, 
but I have checked back on a number 
of the popular issues such as Steel and 
Carbide. If you use the earnings rate 
which prevailed prior to the last quarter 
declines, then I think it is a fair con- 
clusion that price/earnings ratios today 
are not significantly different from the 
prior levels. I think even the new- 
comers in the business remember 1946 
as a reconversion year. Obviously, none 
of this proves that price/earnings ratios 
can’t go higher than they did in previous 
periods, but I think it is a mistake to 
believe that they are below prior periods. 


One widespread attempt to compare 
apples and oranges is the oft repeated 
statement that common stocks yield more 
than corporate bonds. This relationship 
had considerable validity in the °20s, 
for individuals were large buyers of 
both corporate stocks and bonds. That, 
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of course, is not the case today. Indi- 
viduals have virtually disappeared from 
the corporate bond market. The alterna- 
tive for most individuals today is the 
tax free bond market and, therefore, the 
proper relationship is the after tax in- 
come to the individual on his _ stock 
versus the going rate for tax exempts. 
Obviously, this ratio is far less favor- 
able than the one usually quoted. 


Finally, a third concept — the wide- 
spread belief that this is an institutional 
market. I won’t take the time to develop 
this, but I’d strongly suggest that any 
individual who holds that belief make 
a careful study of the figures in the five 
Public Transaction Studies by the New 
York Stock Exchange. 


ALBERT YouNG BINGHAM, 
Financial Vice President 


NATIONAL BANK OF TOPEKA 
Topeka 


In considering investment of a new, 
fully discretionary trust account large 
enough to permit proper diversification, 
let us assume a fund in excess of 
$100,000.00. Our approach to its invest- 
ment would be somewhat as follows: 


U. S. Government Bonds 30% 
Corporate and/or Municipal 
Bonds 10% 
First Mortgages on Improved 
Real Estate 20% 
Preferred Stocks 15% 
Common Stocks 25% 


We would 
Bonds Series “H,” perhaps up to the 
point of purchase limitation and possi- 
bly some Series “K” Bonds or a market- 
able issue. Only corporate bonds of high 
quality would be considered and muni- 
cipal bonds would be used in relation to 
the income beneficiaries’ income tax 
position. In selecting maturities, con- 
sideration would be given to at least a 
small short position to provide for addi- 
tional common stocks in the event of a 
more attractive buying level. 


use some U. 5S. Savings 


We have been able to obtain some ex- 
ceptionally good first mortgages on resi- 
dential real estate at 5% not exceeding 
50% to 60% of a conservative valuation, 
amortizing in ten years or less. As long 
as this type of investment is available, 
a real opportunity to sweeten trust in- 
come is safely afforded. Funds from an- 
nual mortgage retirement provide a 
means to practice common stock dollar- 
averaging. 

Although we recognize the often re- 
peated assertion that preferred stocks 
lack the security of bonds and possess 
some of the faults but not the virtues of 
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Kennett Castle, acquired by 
Mississippi River Fuel Corpora- 
tion when it purchased Selma 
Farm, 40 miles from St. Louis, 
for a petrochemical plant site, 
is used for business conferences 
and interviews with prospective 
employees, as well as for enter- 
taining old or potential cus- 
tomers. Purchase of the 4,600 
acre estate for $450,000 in 1952 
included the 17-room mansion, 
complete with furnishings. Prob- 
lems are solved and customers 
won more easily in the relaxed 
atmosphere of this ante-bellum 
home of a former slave-owner. 





common stocks, we nevertheless believe 
the use of a few carefully selected issues 
is warranted for income. We use some of 
the convertible issues since the conver- 
sion feature overcomes one of the faults 
of preferreds. We also favor issues with 
sinking fund requirements when avail- 
able. 


As 1954 came to a 
stock prices seemed relatively high, but 
now at the end of 1955 we find the in- 
dustrial averages up nearly 100 points 
over a. year ago. It can hardly be dis- 
puted that a trustee is faced with a chal- 
lenging problem with regard to the com- 


close, common 


mon stock section of a portfolio. A num- 
ber of the growth stocks which we have 
been buying with confidence over the 
last 5 to 10 years, have risen to a point 
where either price-wise or income-wise 
or both, they do not have appeal now. 
A return of one to three per cent on a 
common stock does not appear attrac- 
tive to the ordinary income beneficiary. 


The solution is greater emphasis on 
industries in which issues providing in- 
come of 4% to 544% plus can be found. 
In the service industries, reasonable re- 
turns can be obtained from electric, gas 
and telephone utility stocks, retail trade 
stocks and some bank stocks. In non- 
durable goods, some appeal is found in 
food, drug, packaging and oil grouns. 
Some investment in chemicals continues 
to seem appropriate, but a good rate of 
return is difficult to find. The durable 
goods industries offer some attraction 
in motor and machinery, electrical 
equipment, building and miscellaneous 
groups. 

In short, we are now using a smaller 
percentage of common stocks initially 
in a discretionary trust than heretofore. 
Furthermore, we are placing more con- 
centration in public utility, retail mer- 
chandising, food, and other categories 
in which the better yields are found and 
somewhat less emphasis is placed on the 
acquisition of growth stocks. Over a 





period of time, under a plan of periodic 
acquisition, the latter type may well be 
purchased. 


RoBert C. GUTHRIE, 
Trust Officer 


THE KENTUCKY TRUST Co. 
Louisville 


We should be inclined at present to 
invest such a trust fund about 45°% in 
bonds, 15‘. in preferred stocks, and 
40° in common stocks. We assume that 
the conditions surrounding the hypo- 
thetical account are such that no special 
emphasis on tax exempt bonds would 
be indicated. As compared with last 
year, our proportion of bonds would be 
increased by 5‘ and our proportion of 
common stocks would be decreased by 
9%. This is not the result of a formula 
plan operation, but reflects our view 
that there are fewer worthwhile values 
at today’s prices among the best grade 
common stocks that we would really like 
to own. This is particularly true of the 
leading growth stocks. 

We look for business to be active dur- 
ing at least the first half of 1956 with 
perhaps some downward trend thereaf- 
ter. We would expect the level of activity 
to average out for the year at about 
equal to 1955, but of course there would 
be some groups ahead of this year and 
others behind. In the latter category we 
would expect to find automobiles and 
other consumer durable goods. It seems 
probable that industrial profits, on the 
whole, should be moderately below 1955. 


In such an industrial environment. 
and considering ihe relatively small dif- 
ferential in yield now obtainable on 
common stocks as against bonds and pre- 
ferred stocks, we would like to reserve 
some common stock purchasing power 
and therefore are setting our common 
stock figure at 40% instead of the 
normal maximum which we would fix 
at 50%. 
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The groups which seem relatively the 
most attractive for common stock in- 
vestment at this time are those which of- 
fer the best prospects of stability or pos- 
sibly a moderate increase in earnings, 
such as the oil stocks, electric and gas 
utilities, banks, and fire insurance. 


J. Van Dyke Norman, Jr., 
Executive Vice President 


Boston SAFE Deposit & Trust Co. 
Boston 


Ordinarily we would aim for a diversi- 
fication of approximately 40% bonds 
and 60‘ common stocks. However, at 
the present time bonds are more at- 
tractive on a yieid basis in relation to 
common stocks ihan has been the case 
for most of the last 15 years. Therefore. 
with new money today we would prob- 
ably place 50‘. in common stocks with 
10% going into relatively short term 
bonds which could be shifted into stocks 
at a later date if conditions should make 
such a step seem advantageous. 

Going into more detail on the com- 
position of the portfolio, we note the 
relatively “flat” yield curve on bonds. 
We consider this an opportunity to ob- 
tain a well spaced maturity schedule 
without unduly penalizing the life bene- 
ficiary. 

With respect to common stock groups, 
we favor those industries and companies 
which have demonstrated above average 
earnings improvement over the past ten 
years. Our analysis work indicates to 
us that in most cases there are certain 
basic factors primarily responsible for 
the success of these companies in the 
past and that the same fundamental in- 
fluences should continue to prevail over 
the foreseeable future. We do not recom- 
mend “bargain hunting” for depressed 
situations with high yields unless our 
analysis clearly indicates that the fac- 
tors which have brought about unsatis- 
factory or erratic earnings performance 
have been completely overcome. 


Among the common stock groups 
which fit in with our concept of situa- 
tions which should continue to outper- 
lorm the economy as a whole are alum- 
inum, automobile, business equipment, 
chemical, metal container, electric equip- 
inent, oil, paper, rubber, steel, electric 
utilities and certain special situations. 


Wittiam W. WoLsBacH#, 
Vice President 
Op CoLony Trust Co. 


Boston 


Basically, our program for new un- 
restricted discretionary trusts continues 
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to be the investment of 50% in bonds 
and 50% in common stocks. The appli- 
cation to a new account today would 
probably mean immediate investment of 
only 35 to 40“ in common stocks. Short- 
term investments would employ the bal- 
ance of the stock money (at about a 
2.75°> rate). with the idea that the 
stock objective would be achieved with- 
in three or four months. 


Under current conditions, when_ it 
seems to us that stock prices are in- 
creasingly susceptible to shock from the 
news, we tend to buy from a more re- 
stricted group of common stocks. This 
does not mean a greater concentration 


on such groups as public utility or bank 
shares, for we still have the idea that 
one should “never fight a defensive war 
in common stocks.” Instead we tend to 
concentrate selections on what seem to 
us the best companies for long-term in- 
vestment in diverse fields that have a 
good “forward look.” 


We would start with a chemical, an 
oil, and an electrical equipment issue. 
Among miscellaneous industrials, we 
would probably seek representation in 
the office equipment, building material, 
paper, merchandising, and aluminum in- 
dustries. Perhaps one or two issues of 
the kind that defy industry classification 
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might be included. The industrials would 
constitute about 70% of all common 
stocks, utilities about 15%, and another 
15% would be split between bank and 
property insurance shares. 


The average stock yield on the basis 
of 1955 dividends would not much ex- 
ceed 3%. Approximately the same re- 
turn would be expected from bond in- 
vestments under today’s conditions, 
assuming that tax-exempts be not used. 
It must be recognized, however, that for 
more and more individual beneficiaries 
tax-exempts have now become attractive. 


A. W. Cosurn, Jr. 


Vice President 


First NATIONAL BANK 
Minneapolis 


The over-all economic outlook for 
1956 appears good. During the year we 
shall have to keep alert for significant 
changes in trend of automobile sales, 
construction activity, inventory accumu- 
lation and consumer credit. Political fac- 
tors will create some uncertainties and 
could produce a downward reappraisal 
of the price investors are willing to pay 
for prospective earnings. Employment 
should continue at a high level and per- 
sonal disposable income rise, with or 
without reduction in personal income 
taxes. 


Despite a fairly bright economic pic- 
ture, the market prospect, as usual, is 
not completely clear. Short and medium 
term bonds look cheap; longer bonds 
appear to offer reasonable value. Pre- 
ferred stocks have little attraction other 
than a slightly higher yield than on 
bonds. Yield relationships between fixed 
income securities and common stocks 
have narrowed to a point when many 
commons produce much less current in- 
come than bonds. While it might be 
argued that the stock market is not par- 
ticularly high with the price-earnings 
ratio of 13.4 for the Dow Jones Indus- 


trial average (at around 480 and $36 
earnings) compared with 15.7 times at 
the 1946 top, nevertheless the rapid and 
almost vertical rise in stock prices since 
September 1953 raises the inevitable and 
perennial question of proper timing for 
common stock purchases. 


For a good-sized fully discretionary 
trust fund all in cash, I would consider 
a 50-50 balance between fixed income 
securities and common stocks a proper 
ultimate objective, investing about half 
the common stock portion now. The re- 
mainder earmarked for commons would 
be invested in short-term, liquid bonds 
with the expectation that common stocks 
would be increased at intervals of six 
months over the next year and a half. 


The fixed income part of the fund 
would be invested in spaced maturities 
of municipals or taxable bonds depend- 
ing on the beneficiary’s income tax 
status. The flattening of the yield curve 
in recent months has made it possible 
to diversify maturities without unduly 
penalizing the beneficiary’s net income. 
Short and medium taxable bonds will 
currently yield about 3% and longer 
maturities from 314 to 314%. Tax ex- 
empts are correspondingly attractive, al- 
though the spread in yield here is not 
quite so narrow as between short and 
medium maturities. Preferred stocks 
would be avoided except where great 
emphasis is placed on current income. 


For the first round of common stock 
purchases, 25% of the fund, I would, 
to the extent that the beneficiary’s in- 
come requirements permit, choose com- 
panies in those industries where contin- 
ued growth of net earnings seems reason- 
ably certain. A combination of fair in- 
come and steady, if unspectacular, 
growth can be obtained in electric and 
gas utilities, integrated oils, food com- 
panies, particularly those emphasizing 
labor-saving packaged products, con- 
tainers, and selected fire insurance com- 
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panies. More dynamic growth at the 
expense of current income will probably 
be found in well integrated, capably 
managed paper companies, office equip- 
ment companies emphasizing time and 
labor saving devices, chemicals with abil- 
ity and willingness to encourage broad 
research. Despite the cyclical nature of 
the construction industry as a whole, 
cement and gypsum should continue to 
be rewarding investments for some time. 
Also in the cyclical group steel and 
aluminum shares are probably not over- 
valued in relation to their present and 
potential earning power. | would want 
some representation in all of the above 
industries on the first round of pur- 
chases and would expect to add to hold- 
ings as reserves are converted into com- 
mon stocks later on. 


Purchase of shares in the automobile, 
rubber and electrical equipment indus- 
tries would be temporarily deferred, but 
they all have a place in any well-balanced 
portfolio. 


F. A. RIcHARDs. 
Assistant Secretary 


THE MARINE Trust COMPANY 
OF WESTERN NEW YORK 
Buffalo 


There are many conflicting cross cur- 
rents at work in today’s investment equa- 
tion. The momentum behind present in- 
dustrial and consumer trends is strong 
and seems likely to carry over at least 
a substantial portion of 1956. Numerous 
industries are operating at or close to 
capacity, so thal there does not seem 
much room for further improvement in 
volume. The steel industry is a good 
example. And word comes from the F. 
W. Dodge Corporation that construc- 
tion should remain high during 1956 — 
that a 3% rise is foreseen in total build- 
ing contracts. 


Along with these booming conditions, 
there is concern over credit, the warning 
signal of a restrictive Federal Reserve 
policy. It could be that over coming 
months we will see the formation of a 
high-level, high-cost plateau, with little 
further progress being made in business 
volume, corporate earnings and divi- 


dends. 


Trying to balance out the pluses and 
minuses and then apply the result to the 
investment scene is as always the real 
trick. It would seem as though a con- 
servative policy, one of real caution, is 
called for as far as common stock in- 
vestments are concerned. So many favor- 
ite stocks seem to be selling at high levels 
and offering low yields in relation to in- 
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vestment grade bonds that it tends to 
restrict the availability of issues that 
can be bought with a feeling of at least 
a fair degree of comfort. The outlook 
for earnings in the banking industry con- 
tinues favorable, and bank stocks repre- 
sent one area where sound investment 
values would appear to exist. The fate 
of the Harris-Fulbright bill in the com- 
ing session of the Congress could have 
a profound effect on the natural gas in- 
dustry, and secondarily on the related 
petroleum industry — with a  cor- 
respondingly severe bullish or bearish 
impact on such shares as the result is 
determined. 


F. Taytor Roor, 
Vice President 


LiINcOLN RocHEstER Trust Co. 
Rochester, N. Y. 

Our portfolio composition for a new 
trust fund of the type described and 
which has no special problems such as 
the need for tax exemption would be 
about as follows: Corporate Bonds — 
35% to 40%: Preferred Stocks — 10% 
to 15° and Common Stocks — 50%. 
Indeed, this is an average composition; 
probably more of our new accounts than 
less have a higher proportion of com- 
stocks 50% because of a 
greater emphasis upon income stocks 
than growth stocks at current market 
levels. 


mon than 


Obviously, one of the greatest prob- 
lems facing trustees in the investment 
of new funds in the last year has been 
that of obtaining a prudent level of in- 
come commensurate with the risks in- 
volved. This problem has been caused 
by the general rise in market price of 
those common stock issues which nor- 
mally bear the quality characteristics de- 
sired by trustees. The Dow-Jones In- 
dustrial Average currently at about 480 
represents a price-earnings ratio of 13.5 
times to yield 3.8% at 1955 estimated 
results. This compares with a_price- 
earnings ratio of 12.1 times and a yield 
of 5.0% on the average price level in 
1954; 10.0 times and 5.8% for 1953 
and 11.0 times and 5.7% for 1952. An 
even wider discrepancy than indicated 
by these figures has appeared in the 
“blue chip” industrials especially, for 
example, in the highly-favored chemicals. 


Our attitude on attempting to counter 
this decline in yield on the favored 
growth issues has been to use a higher 
percentage of common stocks in new 
accounts but to place a somewhat 
greater relative emphasis upon income 
and defensive stocks. We feel this to be 
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more prudent than trying to guess the 
market by holding funds in reserve 
against more advantageous market levels 
or than the elimination of growth issues 
from consideration. We continue to feel 
that the inflationary potentials in addi- 
tion to the favorable longer term outlook 
for the American economy justify em- 
ployment of funds in those industries 
and specific concerns which 


are €X- 


pected to grow ai a more rapid rate than , 


the average gross national product, even 
at what may appear to be high market 
prices. However, we recognize that this 
feeling must be balanced by the needs 
of the current income beneficiary; our 
program continues therefore to be an 
aggressive attempt to diversify between 
these factors of (1) protection 
against inflation by purchase of future 
income growth and (2) current income 
needs. 


two 


This relative greater dependence upon 
common equities obviously places an in- 
creasing responsibility upon the trust 
security analyst. More than ever before. 
in our opinion, there is a need for prac- 
tical analysis of quality, relative values 
and prospects, al! of which must be cou- 
pled directly with common sense and 
prudent application to the needs and 
investment goals of the individual trust. 
Selectivity, although more difficult, be- 
comes of greater importance. Price-earn- 
ings ratio studies, in conjunction with 
potential income derivation studies of 
both the industry and specific companies 
within the industry, are of great aid 
in the prudent selection of trust invest- 
ment opportunities. These studies should 
include historical reviews in addition to 
current market price computations and 
especially they should be viewed in re- 
lation to results prevailing in “before- 
Ike” markets. Discrepancies shown in 
the results of this type of analysis are of 
substantial significance and aid to trust 
investment men in the job of allocating 
emphasis in the diversification of assets. 


Scudder 
Stevens 


& Clark 
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Keeping always in mind the responsi- 
bilities of trust and the liabilities re- 
lated thereto, the job of trust investment 
has never been an easy one and will no 
doubt be an increasing difficult one in 
the years ahead. There is no place, in 
our opinion, for an “ostrich” attitude 
in today’s placement of trust monies at 
work; rather, more than ever before, the 
need appears clear for a continuing ag- 
gressive approach to accomplishing the 
objective of principal preservation and a 
reasonable income by relating these ob- 
jectives with prudence and sound reason- 
ing to changing times, to improving 
standards of living and to the trend of 
higher living costs. 

B. H. MAL.ison, 
Vice President 


MERCHANTS NATIONAL BANK & 

Trust Co. 
Syracuse 

My investment philosophy is based on 
three steps. The first is an analysis of 
general and financial condi- 
tions. From this analysis a conclusion 
is reached regarding the percentages of 
bonds and of stocks for a specific trust. 
The analysis also points up _ possible 
trends of interest rates, gross national 
product, corporate earnings and divi- 
dends. 


business 


The second step is to select those in- 
dustries which over the next few years 
should do relatively best under the eco- 
nomic climate which is envisioned. It 
is infrequent that good equity invest- 
ments are found in sick or declining in- 
dustries and my preference is for equi- 
ties with considerable growth potential. 

The third step is to select the indi- 
vidual stocks at prices which seem to 
offer the best long range attraction. 


There is little doubt that business will 
continue at a high level through at least 
the first quarter of 1956. In connection 

(Please turn to page 46) 
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Reference yng " made to _ introduc- Risiiee 1 2 3 4 5 6 7 8 
tory article in July 1949 issue, outlining pur- e P . : | | 
poses of publication and considerations in — 12/31/35— ae 12/30/39 ; “i 12 IY: 
selecting stock and cost-of-living averages, Sas ‘ Principal . Inc. Principal | I 
periods and in interpretation of data. _ Principal High Low Prine. To Low High Prin. || ‘ 
BALANCED FUNDS 
American Business Shares —....._____________- 1939 — — — 100.0 — 65.9 170.1 154.4 || 3 
Aue-Houghten Fuad “A” —_—__ 1938 — — — 100.0 oe 71.4 210.2 204.0 || 3 
Auetieugeten Fuad “Bb” = 1938 — — —- 100.0 — 83.1 230.4 220.5 || 3 
Boston Fund . : Ei eee 1932 103.1 171.9 72.6 100.0 3.46 60.2 172.0 170.1 || 3 
Commonwealth Investment — _--------..- 1932 106.3 168.4 64.4 100.0 3.05 73.5 219.3 209.7 \ 3 
Dreyfus Fund**** (c) ison 1947 == oe — — sees a, 160.6 151.3 9 
Eaton & Howard Balanced ent eke | 1932 114.5 134.7 80.0 100.0 4.27 73.6 187.5 183.8 3 
Fully Administered Fund (Group Securities) __ | 1938 — — — 100.0 — 69.4 156.6 140.7 } 
General Investors Trust Gretet ie ene 1932 110.0 152.7 71.4 100.0 4.20 65.2 39.6 130.8 4 
Investors Mutual peice 1940 -- -— — — — 73.5 165.2 160.8 | 4 
Johnston Mutual Fund SLES tks 1947 — — — — oo —_ 187.6 182.3 3 
Nation-Wide Securities** 1932 102.6 174.6 70.3 100.0 2.32 59.6 142.7 138.0 4 
George Putnam Fund . omelette: 1938 — — — 100.0 2.76 69.2 152.2 146.6 F 3 
Scudder Stevens & Clark seeciooemietaatenis si 1928 97.4 119.2 75.7 100.0 3.25 80.9 160.6 155.8 || 3 
Wellington Fund - DRE se A 1928 105.2 143.4 69.5 100.0 2.41 75.0 169.3 166.1 |) 3 
Whitehall Fund __- spa ceasictpaaesated aan eer 1947 — -- — — — = 196.9 191.61) 3 
Wisconsin Investment*** . 1939* — = — 100.0 one 65.1 234.3 226.6 || 3 
AVERAGE: BALANCED FUNDS ~...... — 105.6 152.1 72.0 — 3.22 70.8 176.3 16921) 3 
STOCK FUNDS 
ight LEER 1939 — — — 100.0 — 50.2 224.9 201.7|| 4 
Broad Street Investing Corp. —.. , 1932 109.9 156.6 76.6 100.0 3.60 60.1 213.9 206.2 |) 4 
Bullock Fund - SRS I NORE 1932 109.8 168.8 69.6 100.0 1.77 61.0 200.1 189.91) 4 
Delaware Fund - ee ae ee 1937 — — me 100.0 =< 76.1 172.9 166.01 3 
Diversified Investment Fund, Inc.*** (c¢) - : 1944 — — — — = —_ 154.1 144.3% 4 
Dividend Shares ES eee nee 1982 109.0 163.2 70.7 100.0 1.88 62.1 178.0 1711 4 
Eaton @ Howard Stock 1931 107.1 147.0 74.4 100.0 3.86 62.7 224.8 290.4 3 
SRE ERE nee Te 1943 — — —_ — — oe 232.0 217.0 4 
Fundamental Investors - pirate omsincoudl 1932 105.2 146.0 67.4 100.0 2.98 64.8 252.1 2957 A 
Incorporated Investors _.._--_--------------------- 1925 103.6 165.2 80.2 100.0 2.58 63.9 246.2 2979 3 
Institutional Foundation Fund Bs elie Lt 1944 — — me — a ates 181.0 174.04 4 
Investment Co. of America 1939* —_ _— me 100.0 — 69.0 126.2 194.511 3 
Knickerbocker Fund ~ Res Via a 1938 — = — 100.0 = 59.8 199.7 993] 9 
Loomis-Sayles Mutual Fund (c) | 1929 72.4 131.7 87.7 100.0 254 | 74.2 198.7 196.5|| 2 
Massachusetts Investors Trust PRC eer 1924 110.7 147.5 72.8 100.0 3.88 50.7 194.9 185.811 4 
Mass. Investors Growth Stk. Fund —— 1934 114.2 157.0 70.8 100.0 3.31 57.4 205.9 195.01 2 
Mutual Investment Fund (c) ~~ 1926 129.7 173.4 75.5 100.0 4.31 56.1 167.8 160.1} 2 
National Investors - ’ 1937* — — 65.9 100.0 3.10 60.7 241.9 3901 3 
National Securities — Income*** (c) - 1940 —- — — _— a 66.0 135.1 103.7} 5. 
Newounpiand wend (¢) 1931 117.4 159.1 70.8 100.0 2.85 61.4 164.9 158.21 3 
Selected American Shares _ 1933 123.8 178.1 80.4 100.0 3.30 60.9 181.2 173.01 4 
Sovereign Investors . ena ab ca eae 1936 — 166.6 68.6 100.0 1.78 62.5 327.8 127.711 5 
State Street Investment Corp. —.. 1924 92. 155.2 74.0 100.0 3.75 60.7 251.3 939.41 2 
Wall Street Investing Corp. (a) 1946 a — — — — = 229.0 993.4) 3 
AVERAGE: STOCK FUNDS = _— 108.1 158.2 73.7 100.0 3.02 63.0 200.0 49121) 3 
90 STOCK INDEX (Standard & Poor’s) __. -- 106.7 148.8 67.5 99.2 — 59.3 211.7 197.0? 
CONSUMERS PRICE INDEX (B.L.S.)n _ “= — _ a 100.0 — 99.8 193.6 192.8 
CALCULATION OF INDEX NUMBERS AND INCOME PERCENTAGES FOR MUTUAL FUNDS 
PRINCIPAL INDEX NUMBER indicates the change between the offering price on Dec. 30, 1939 and subsequent bid price plus all ig 


distributions from capital gains and other capital sources. 


COL. 1, 2 and 3 represent the figure obtained by dividing the offering prices at the stated dates less capital distributions through 
1939 by the 1939 base offering price. 


COL. 4, offering price on Dec. 30, 1939, is base index number of 100 for all companies. 


COL. 6, 7, 8, 10, 12, 14, 15, and 16 are arrived at in the following manner: To the bid prices at the respective dates indicated are added 
all capital distributions to such date and the resultant sum is divided by the 1939 base offering price. 


COL. 19 represents the current month-end bid (col. 16 less all capital distributions) divided by the 1939 base offering price. 

INCOME PERCENTAGE includes only those dividends paid by the companies out of income earned from dividends and _ interest 
on their portfolio securities (excluding all capital distributions). 

COL. 5, 9, 11, 13 and 17 represent a figure obtained by dividing such dividends accruing over the annual period ending with the stated 
dates by the average of the twelve month-end offering prices ending on the corresponding dates. } 


COL. 20 is a five year average figure which includes the percentage returns in columns 9, 11 and 17 as well as those for the two 
preceding annual periods. 
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No responsbility is assumed, in so far as compliance with the Statement of Policy is 


concerned, for the employment in whole or in part of the index by issuers, under- 
ING INDEX of MUTUAL FUNDS writers or dealers. Current income returns based on December 30, 1955 offering prices 
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183.8 3.69 | 227.6 3.29 252.3 2.81 184.0 4254.1 +262.7 2.88 2.25 ¥221.0 3.46 
140.7 3.21 169.6 3:37 183.3 3.36 140.8 186.0 185.4 3.36 10.26 139.3 3.32 
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226.6 || 3.57 | 276.6 3.58 300.6 3.01 227.0 306.8 +301.8 3.14 2.48 4226.4 3.56 
169.2 |) 3.66 | 209.9 3.43 230.2 2.98 169.3 232.4 231.3 2.99 3.95 177.7 3.50 
201.7 || 4.17 | 233.6 3.95 | 245.3 3.54 01.7 $246.9 4245.6 3.53 4.75 7152.0 4.09 
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CAPITAL GAIN DISTRIBUTION column (18) represents the percentage of distribution, if any, from capital gains or any other 





" * sources, for the current annual period. 
COMPANIES ORGANIZED AFTER 1939 are given an initial index number on the date they commence business equal to the aver- 
h age of all those stock or balanced funds in existence at the time. 
® Principal index begins after 1939 base date. ***Not included in balanced or stock average: 
+ Ex-dividend current month. Wisconsin Investment Co. balanced fund for too short a period. 
d = High reached current month. Affiliated Fund is leverage company, but bank loans retired 2nd quarter 1950. 
r Plus rights. Diversified Investment & National Income are partially invested in high 
n New revised series adjusted to Dec. 1939 base. income bonds and preferred stocks. 
* Date commenced operation as Mutual Company. Column 19 for funds organized since 1946. 
- ** Became Balanced Fund in 1945. ****Name changed from Nesbett Fund. 
(a) Does not reflect new acquisition cost. (c) Regrouping awaits new detailed classifications. Dreyfus is a Flexible Fund with 
d a current stock policy; New England a Flexible Fund with a current balanced 
Source: Direct from Companies. policy. 
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with appraising business and economic 
trends the monograph “Statistical In- 
dicators of Cyclical Revivals and Reces- 
sions” by Geoffrey H. Moore is quite 
helpful. Pages 64 and 65 of this National 
Bureau of Economic Research publica- 
tion give a brief record of timing of 
selected statistical indicators at business 
cycle turns. 


On the basis of analysis of conditions 
we decide to invest this account about 
43% in fixed obligations and 57% in 
equities. In the first category, Series H 
Savings Bonds are now eligible for pur- 
chase by personal trusts. These bonds 
may be purchased at par, redeemed at 
par any time after six months and ma- 
ture at par in nine years and eight 
months. Their yield of about 3° com- 
pounded semi-annually held until ma- 
turity makes an attractive trust invest- 
ment with no price risk. 


Conventional mortgages with  ap- 
praised value of residential property 
more than twice the mortgage make a 
useful tool for improving the yield in 


this portion of our account. 


Federal Intermediate Credit Bank De- 
bentures offer an attractive yield for a 
high grade bond maturing in less than 
one year; the 3's of 10/1/56 are sell- 
ing now to yield 3.12%. 

The yield curve is today quite flat. 
Treasury 2's of 1961 yield 2.94% com- 
pared to a yield of 2.99% on the 3s of 
1995, or you increase your yield only 
5 basis points by lengthening your ma- 
turity 34 years. As | often believe in 
“riding the yield curve,” the Treasury 
214s of 1961 represent a good invest- 
ment. 


Lastly, I believe all bonds held should 
be of high quality. The increase in yield 
from lowering quality is, in my opinion, 
inadequate recompense for the relatively 
greater risk involved. 

If the bond portion of our account 
were invested equally in Series H Sav- 


ings Bonds, conventional mortgages, 
Federal Intermediate Credit Bank De- 
bentures and U. S. Treasury 2's of 
1961, the yield would be about 3.51% 


on this portion. 


The equity portion weuld be almost 
entirely common stocks although a high 
grade preferred stock such as General 
Motors $3.75 might be included. Among 
the common stocks, public utilities and 
oils would be the largest industry hold- 
ings. Illinois Power (5), Texas Utilities 
(5), and Gulf States Utilities (5) are 
satisfactory operating electric utilities, 
and Texas Company (5) and Socony 
Mobil (5) are good oils. Other stocks 
with interesting prospects would be Her- 
cules Powder (4), Union Carbide & 
Carbon (4), International Business 
Machines (3), International Nickel (3), 
Manufacturers Trust (5), Commercial 
Credit (5), National Lead (3), Feder- 
ated Department Stores (3) and General 
Electric (3). 


The numbers in parentheses after each 
stock represent the percentage of the 
portfolio in that particular issue. We 
would then have public utilities repre- 
senting: 15° of the whole account, oils 
10%, financial companies 10%, chem- 
icals 8% and the balance well diversi- 
fied as indicated. In this way ten dif- 
ferent industries are represented in 
stocks and no common stock represents 
more than 5% of the portfolio. 


James A. CLOSE, 
Vice President 


THE NATIONAL City BANK 
Cleveland 

Our approach to investing a new 
trust of what may be described as “av- 
erage” conditions may be summarized 
briefly : 


1. Target diversification would be in 
the general area of 50% common 
stocks, 10% preferred stocks, 40% 
bonds. 
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Stamford 


Member Federal Deposit Insurance Corp. 
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Established 1891 


Connecticut 





2. Assuming the trust were not al- 
ready invested, the stock portion 
would be acquired over a period of 
perhaps two years, with current 


buying of around 25%. 


we 
. 


We would not attempt any precise 
industry diversification, feeling that 
the stock selection is of primary im- 
portance, but we would aim broad- 
ly at limiting individual stocks to 
5“ of the account and industries 
to 15% or 20%. This might mean 
initial purchase of as few as 5 
stocks in a small account. 


1. Stock selection would be focused on 
quality, avoiding the use of “under- 
priced” special situations. 


These procedures are not basically 
different than they have been for a 
number of years past and are geared to 
long-range judgments. We make a real 
attempt to avoid being influenced un- 
duly by short-range market opinions. 


At present we favor the rubber in- 
dustry, the international oils, selected 
utilities (particularly in growth areas), 
steel and paper stocks, some of the top 
chemicals. General Electric does not 
seem too high to us, long range, nor 
does 1.B.M.: we continue to prefer these 
two leaders to other statistically cheaper 
participants in their respective fields. 
Quality is our continuing watch-word, 
and the higher prices go, the more im- 
portant it becomes. 


GILBERT H. PALMER 
Vice President 


GirarRD Trust CorRN EXCHANGE BANK 
Philadelphia 


While the common stock market is 
now at an all time high and thus sub- 
ject to the suspicions of conservative in- 
vestors, it seems reasonably clear from 
a study of earnings that the market is 
not yet nearly as high as it was rela- 
tively in 1929 or indeed in 1937. This 
is not to say that a substantial decline 
in common stock values might not occur 
in the next year or so but rather to say 
that the dimensions of such a decline 
are likely to be more moderate than was 
the case following the two periods men- 
tioned. Subject to the danger of all out 
war, it does not seem unreasonable to 
assume that the long term trend of busi- 
ness and of corporate earnings will con- 
tinue upward for the next decade nor 
does it seem unreasonable to assume that 
the price level of commodities will tend 
to increase over the longer term if for 
no other reason than the continuing 
and effective demands of labor in excess 
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of the indicated increase in labor pro- 
ductivity. 


Taking the general background as- 
sumptions in the paragraph above, I be- 
lieve that a straddle position of approx- 
imately 50% in common stocks, 50% 
in senior securities is a reasonable policy. 
In selection of common stocks, principles 
of broad diversification should be fol- 
lowed. At this time. however, more than 
usual emphasis should be given in trust 
estates to stocks which promise to pro- 
duce stable dividends in the future by 
reason of the nature of the business or 
by reason of present extreme con- 
servatism of payment. In particular, mul- 
tiple line fire and casualty stocks are 
believed to be reasonably valued in re- 
lation to dividend prospects over the 
next several years. Because underwriting 
experience in the past several years has 
not been too good and because the out- 
look for underwriting is not particularly 
brilliant for the short term, the stocks 
of sound insurance companies can be 
purchased at reasonable figures in rela- 
tion to so-called liquidating values and 
in relation to basic investment earnings 
from which dividends derive. Another 
group which might be favored is the 
utilities. While the stocks in this indus- 
try are selling at rather high times earn- 
ings ratios, the risk of income loss does 
not appear to be very great even assum- 
ing a moderate recession of, say, 15% 


in the F. R. B. Index. 


Summing up for proportions, a per- 
centage of common stocks allocated to 
the service industries might run 40%. 
Service industries here is used to mean 
public utilities, retail trade, banks and 
insurance. Another 40° of the common 
stock portfolio could reasonably be in- 
vested in producers on non-durable com- 
modities which continuously go into con- 
sumption. In this group are found the 
chemicals, the oils. the food stocks and 
the habit stocks. Since chemicals seem 
very high in price at the moment we 
would be inclined to suggest between 5 
and 8°; of the total stock position, while 
10% would reasonable for the 
oils. A small percentage might be put in 
the tobaccos, not with the hope of great 
future gain, but for the purpose of se- 
curing an adequate current return. 


seem 


The balance of 20° of the common 
stock position may reasonably be in- 
vested in the capital goods industries 
which include steel. automobiles, build- 
ing. non-ferrous metals, machinery and 


the like. 


\s to senior securities which should 
approximate 50% of a theoretical trust 
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account at this time, emphasis should 
be given to quality. If an account is in 
the 30% tax bracket or better, oppor- 
tunities exist in public housing bonds, 
sound Authority issues and other tax 
exempts. For the taxable part of the 
fixed income portfolio, a combination of 
long-term bonds and short-term issues 
seems more reasonable than a tradi- 
tionally spaced maturity schedule. Long- 
term bonds are offering historically sat- 
isfactory rates at yields ranging from 
3% for long-Governments to as much 
as 314 for good quality corporates. For 
the average account subject to some form 
of state taxation, Government issues 
seem to be as attractive or more attrac- 
tive than corporate bonds. This is par- 
ticularly true in the State of Pennsyl- 
vania. 

Short Government paper is now yield- 
ing better than 214% and therefore a 
commitment in maturities from 1 to 3 
years seems reasonable if for no other 
reason than the income cost is low, and 
this small cost seems cheap insurance 
against a chaotic securities market in 
which outstanding values might be avail- 
able for accounts holding cash or equiv- 
alent. 


Generally speaking, preferred stocks 
are useful in trust accounts but should be 
restricted to top-grade issues. From a 
security of income point of view, there 
is little to choose between DuPont 314% 
Preferred Stock and long-term Govern- 
ment 3’s. A choice depends upon the im- 
portance of an income differential of 
one-half of one per cent on one hand and 
far greater liquidity on the other hand. 


To sum up, it is my belief that sound 
investment policy for a trust estate at 
this time can be achieved by investing 
half of the account in sound equities, 
half in fixed income securities. In the 
case of equities, emphasis should be 
given to probable stability of future re- 
turn rather than the hope of relatively 
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short-term capital gain. For the fixed 
income part of the portfolio, quality 
should be the watchword. An account 
invested as generally outlined above will 
produce an effective taxable return of 
approximately 3.75%. 

F. W. ELtiotr Farr, 

Vice President 


THE PHILADELPHIA NATIONAL BANK 


Philadelphia 
Our current investment policy is in- 
fluenced by two major factors. (1) It 
seems entirely likely that 1956 will be 
another good year for business from 
an overall standpoint although the 
irend throughout the year may be the 
reverse of 1955. (2) Common stock 
prices have risen to a point where the 
averages may be especially vulnerable 
to unexpected adverse developments. 

The major business indicators, gross 
national product, capital expenditures 
for plant and equipment and individual 
incomes are all at record high levels. 
One has to look carefully to find any 
really dark clouds on the horizon. We 
are, perhaps, most concerned about the 
elusive confidence factor. 

The boom has in- 
creased corporate earnings and divi- 
dends. Rising confidence has accelerated 
the speed and extent of the appreciation 
in common stock prices beyond what 
would have been the advance in a more 
cautious era. The reaction of stock prices 
to news of President 


recent bu siness 


Eisenhower’s ill- 
ness should have given all investors an 
indication of the power of the confi- 
dence factor. If this should decline it 
could bring down stock prices without 
a corresponding decline in economic 
activity. Our policy with regard to com- 
mon stocks is, therefore, one of confi- 
dence in the business outlook but cau- 
tion insofar as equities’ price levels are 
concerned. 
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In the selection of investments for a 
new cash fund, we would try to avoid 
individual stocks which appear to have 
lost their previous forward momentum. 
We would also endeavor to select issues 
which seem reasonably priced in rela- 
tion to intrinsic elements of value. This 
is certainly a time to hold or buy high 
quality issues which one would be will- 
ing to retain even during an unexpected 
storm. 

We would invest a new trust without 
unusual approximately 
30% stocks and the bal- 
ance in fixed securities including pre- 
ferred stocks, U. 


circumstances 


in common 


S. Governments and 


municipal bonds. The rise in yields 
from tax-free bonds makes them attrac- 
tive as compared with taxable bonds, 
for many accounts. It is our general 
policy to invest trusts of less than $100,- 
000 in our two common trust funds. 
One of these is invested entirely in 
common stocks and the other primarily 
in bonds and preferred stocks. The two 
are used together for a single trust to 
obtain whatever investment emphasis 
may be appropriate for the requirements 
of the participating account. 

For common stocl: investment 
purposes, we are placing primary emph- 
asis on defensive issues. This does not 
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mean that defensive issues are used to 
the exclusion of more dynamic stocks. 
In order to obtain what seems to us 
proper diversification, include a 
sprinkling of issues of a highly cyclical 
nature. A recent cash investment pro- 
gram emphasized: utilities, 
chemicals, coniainers, drugs, oils and 
merchandising issues. Also included was 
one stock each in building, automobile, 
electrical manufacturing, farm machine- 
ry. steel and airlines industries. The bal- 
ance of this trust 


we 


electric 


was invested about 


22, in U. S. Government Bonds and 
48% municipal bonds. For a_benefici- 
ary with a lower income tax bracket, 


of 


the fund in very high-grade preferred 


we would have invested about 25% 


stocks. We use both revenue and general 
obligation municipal bonds. 


PauL W. Brown, Jr.. 
Vice President 


ProvipENT Trust Co. 
Philadelphia 

Seldom 
vigorous and profitable. During the past 


has our economy been so 


year, dividends have been raised on 


more than half of the common stocks 
and _ this their 
value and popularity. Good times appear 


in turn has increased 
likely to continue based on the follow- 
ing factors: (1) expanding population 
and improved productivity continue to 
compound the growth in overall econ- 
(2) atti- 
tudes and tax policies are encouraging 


omy: Government executive 
reinvestment of capital: (3) the building 
industry boom is so extensive that the 
momentum is likely to result in a good 
overall of for a 
number of years: (4) rising disposable 
income with steady cost of living; (5) 


volume construction 


credit readily available to consumers: 
(6) there continues to be a long range 
inflation bias in the economy, aided by 
labor practices. Government policies and 
social trends. 

Strength in our economy argues in 
favor of establishing or maintaining a 
substantial investment in common stocks. 
A figure near 50‘¢ would seem appropri- 
ate. Which type of common. stocks 
should be favored at this time? Our 
studies suggest banks, chemicals, con- 
tainers, drugs. food chains, insurance. 
oils, tobaccos and utilities. 


In selecting individual common stocks. 
we look for a healthy industry, good 
management, favorable trends in _pre- 
tax margins and the prospect of satisfac- 
tory yield. The combined needs of in- 
come beneficiaries and remaindermen 
would seem to make it unwise. in a com- 
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mon trust fund, to go to either extreme 


in our ability to predict swings in the 








dividends we are confident that over the 











= of sacrificing income for growth or stock market. Inasmuch as our invest- long term their present purchase will 
i sacrificing growth for income. ment action is predicated upon the be- prove to have been justified. In busi- 
~ It is often said that investments should lief that the economy of the United ness men’s and similar accounts where 
i, he made in companies with “good man- States is in a dynamic growth phase capital growth and where wide fluctu- 
rm agement.” How is this to be determined? and that during the next two decades ations in principal value will cause little 
id In general, the record of earnings per- there will be a considerable expansion concern, we do not hesitate to invest all 
inn formance is a strong reference. Evidence in business activity and a consequent of the account’s assets in this growth 
" of prudence in financial policies should large growth in the weatlh of the coun- type stock. 
ey also be given consideration. Finally, the 'Y @§ represented by a substantial in- Another factor in our investment pol- 
“fi forthrightness of the management in Tease in gross national product, we icy is the belief that social forces in the 
of dealing with labor, customers, stock- would prefer to put this 13% plus or United States today will bring strong 
ne holders and the public should be taken ™#us in stocks of companies with large pressure for drastic Government action 
s. ike acne. growth prospects. While such stocks may __in the form of large spending programs 
: appear to be selling at excessively high with an eventual depreciation in the pur- 
a Long term experience teaches us the orices in relation to current earnings and chasing power of the dollar if normal 
of need for built-in protection against the ‘ ii Oe 
ed unknown and unforeseen. For this rea- —— - wee 
ral son, good bonds and preferred stocks 
should comprise at least half of the port- 
R.. folio. In selecting preferred stocks, safety 
characteristics such as sinking fund pro- 
visions and overall coverage are far more 
important than convertibility prospects. 
Good grade preferreds yield around 1% 
more than high grade corporate bonds 
a0 and in the past dozen years preferred 
ast prices have been as steady as bond 
on prices. Preferreds now yield about the 
‘ks same as common. stocks, but their 
Pir greater stability of value may have future 
ar advantages. We keep one- -third of our 
— total tinal in preferreds with our hold- 
_ ings diversified among various types. 
to such as non-callables, callables, dis- 
as counts, sinking fund, and convertible 
Hi preferreds. 
ing RussELL LAMON, 
ing Trust Investment Officer = 
the =o 
od PreopLes First NATIONAL BANK . $y 
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ble en eee ye 
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Our discretionary Common Fund is 
in invested 33% in bonds, 14% in pre- 
ya ferred stocks and 53% in common WHEN THE GRAF ZEPPELIN 
ks. stocks. It would naturally follow that, to 
ori- he consistent, we would invest a size- CAME TO LOS ANGELES... 
cks able new fully discretionary trust in ap- 
) 21V c Ss 
> a de he oe In 1929 the late Dr. Hugo Eckenes, © TRUST DEPARTMENT 
ce. not be as necessary to strive for income ined Gngnne angie, Sains. fae 
, ae ae, ; huge Graf Zeppelin ina beanfield 
in a large individual trust as in the on the outskirts of Los Angeles—one ECURITY- FIRST 
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nen» aware of the advantage of tax free bonds Telephone MUtual 0211 
om- lor certain accounts. However, we have 
long since ceased to have any confidence 
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business expansionary forces do not keep 
the economy operating at a high level. 


It follows from what has been said 
above that we are not generally recom- 
mending the sale of good quality stocks. 
even though these stocks may have had 
a very great market appreciation and 
even though such market appreciation 
may have taken the total percentage of 
the account represented by equities to 
above 50%. 

While our emphasis is being placed 
upon individual securities rather than 
the market as a whole, we are contin- 
ually examining economic phenomena in 
an attempt to determine whether or not 
the general economy of the country ap- 
pears to be greatly overinflated, such 
condition being generally followed by a 
severe corrective recession. We are well 
aware, however, of the difficulties of such 
forecasting and are placing our main 
reliance upon the selection of securities 
of strong and aggressive companies pur- 
chased for the long term. 


H. R. Byers, 
Vice President 








Southern California 
Edison Company 


DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


COMMON STOCK 
Dividend No. 184 
60 cents per share. 


PREFERENCE STOCK, 

4.48% CONVERTIBLE SERIES 
Dividend No. 35 

28 cents per share. 


PREFERENCE STOCK, 

4.56% CONVERTIBLE SERIES 
Dividend No. 31 

2812 cents per share. 


The above dividends are pay- 
able January 31,1956, to stock- 
holders of record January 5. 
Checks will be mailed from the 
Company's office in Los Ange- 
les, January 31, 


P, C, HALE, Treasurer 


December 16, 1955 

















THE Forr WortH NATIONAL BANK 
Fort Worth 


Before discussing an investment policy 
in detail with respect to how we would 
consider investing the funds of a new, 
fully discretionary trust account, we 
think it in order to comment on the gen- 
eral economic outlook and one or two 
other matters. Under our State laws and 
the Prudent Man Rule, it is our opinion 
that our Trust Committee should exer- 
cise its own discretion with respect to 
an investment policy for any account at 
any time and therefore the general out- 
look for business must be taken into con- 
sideration. 


Our thoughts are that, over the next 
five to ten years, we are more likely to 
have additional inflation than to experi- 
deflation. There has been no 
change in our thinking in this respect 
in the past year or so, and likewise 
there has been no basic change in our 
long-range investment policies. Also, in 
attempting to set up and carry out a 
long-range investment objective, we at- 
tempt to select issues which appear to 
offer. the best values and try not to be 
influenced too much by intermediate fluc- 
tuations in the markets except that at 
certain times the intermediate or short- 
term outlook should be taken into con- 
sideration in the initial investment pro- 
gram involving new funds. Most reports 
indicate that business conditions during 
1956 will on average continue at a very 
satisfactory and profitable rate and, as 
stated above. we have considerable con- 
fidence in the long-range outlook for 
business as well as security values. We 
recognize that, at current market levels 
and relatively low yields, there could be 
during the next few months rather sharp 
fluctuations in the stock market. Al- 
though they would probably be of lim- 
ited duration, we certainly feel that these 
possibilities should be taken into con- 
sideration. 


ence 


We believe that ultimately the average 
fully discretionary adequately diversified 
trust account should be approximately 
50% in fixed income securities and 
50° in common stocks. The fixed in- 
come portion should consist of U. S. 
Government Bonds, corporate bonds, 
municipal bonds and first mortgage 
real estate loans. The nature of the ac- 
count, particularly from an income tax 
standpoint, would dictate the amount, if 
any, invested in municipal bonds. Also, 
the breakdown as between U. S. Govern- 
ment and corporate bonds will depend 
upon circunnstances in each instance. Ap- 
proximately 12“ of our common trust 


fund is invested in preferred stocks, and 
we also purchase preferred stocks for 
certain other accounts such as pension 
funds and certain endowment funds. We 
do not, as a rule, purchase preferreds for 
other individual trust accounts and any 
interest in preferred stocks would prob- 
ably be represented by participation in 
our common trust fund, assuming that 
it was decided that the account was of 
the size and nature that should partici- 
pate through such fund. 


In all probability, we would invest 
approximately 25% to 30% of the com- 
mon stock portion of the above theoreti- 
cal account in common stocks at this 
time; the balance would probably be 
invested during 1956 at approximately 
4-month intervals. This policy, we be- 
lieve, could be justified on the grounds 
that better average results could be ob- 
tained without speculating on the mar- 
kets and, at the same time, take advan- 
tage of any possible dip. It should be 
pointed out that the above percentage 
would not necessarily apply to any par- 
ticular account; for instance, in working 
out an investment policy for one fund 
recently, it was concluded that circum- 
stances required that ultimate investment 
in common stocks be restricted to ap- 
proximately 35% and, inasmuch as no 
common stocks were owned at this time, 
that the purchasing of such stocks should 
be spread out over a period of 4 to 5 





PACIFIC GAS and ELECTRIC CO. 


DIVIDEND NOTICE 
Common Stock Dividend No. 160 


The Board of Directors on December 


14, 1955, declared a cash dividend for 
the fourth quarter of the year of 55 
cents per share upon the Company's 
common capital stock. This dividend 
will be paid by check on January 16, 
1956, to common stockholders of record 
at the close of business on December 


27, 1955. The Transfer Books will not 
be closed. 
K. C. Curistensen, Treasurer 


San Francisco, California 
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i DIVIDEND No. 32 


Tw BOARD OF DIRECTORS 
has this day declared a regu- 
lar quarterly cash dividend of 
Fort,-iwo and One Haif Cents 
(4214¢) per sha-e 7 the capi- 
tal stock of the Company, pay- 
able on February 15, 1956 to 
stockholders of record at the || 
close of business January 16, || 
1956. | 
= R. E. PALMER, Secretary || 
December 15, 1955 
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years. In other cases, depending upon 
circumstances, we would feel justified in 
committing more of the equity portion 
in stocks at this time. 


At present, our favorite industry 
groups are approximately in this order: 
oil and natural gas, operating electric 
utlities, chemicals and drugs, electrical 
equipment and electronics. We also be- 
lieve the portfolio should have represen- 
tation in: foods, paper, automotive, 
metals and banks and finance. 

O. Roy STEVENSON, 
Vice President 


THE SECOND NATIONAL BANK 
Houston 

It now appears probable that 1956 will 
be another good business year, with in- 
dustrial production, retail trade, 
general business activity 


and 
expected to 
reach levels at least as high as for 1955. 
Major uncertainties during 1956 are ap- 
parently in the political field, the first 
and largest being whether President 
Eisenhower will run for re-election, and 
the second being the outcome of the 
national elections, whether or not he is 
a candidate. Also, business prospects for 
1957 and 1958 are less clear than those 
for 1956, judging from where we stand 
but a possible combination of favorable 
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| THE COLUMBIA 
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The Board of Directors has declared this 
day the following regular quarterly 
dividend: 

Common Stock 

No. 86, 2242¢ per share 
payable on February 15, 1956, to holders 
of record at close of business January 20, 
1956. 
H. E. Orson 

Vice-President and Secretary 

January 5, 1956 











R. J. REYNOLDS 
TOBACCO 
COMPANY 


Makers of 
Camel, Cavalier and Winston 
cigarettes 


Prince Albert smoking tobacco 


























Quarterly Dividend 


| 

A quarterly dividend of 70c per 
share has been declared on the 
| Common and New Class B Com- 
| mon stocks of the Company, pay- 
| able March 5, 1956 to stock- 
holders of record at the close of 
| business February 15, 1956. 


W. J. CONRAD, 


Winston-Salem, N. C. 


Secretary 
January 12, 1956 
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factors could make those banner years 
also. 


As to investment of the new hypo- 
thetical trust account, we probably would 
start by putting approximately 25% in 
high grade common stocks, with the in- 
tention of gradually increasing stock 
holdings over a period of time to about 
45° to 50% of the total trust, the tim- 
ing of additional purchases depending in 
part upon political developments and in 
part upon the trends of business activity. 
Up to 40% or more of the trust would 
be invested in prime real estate mortgage 
loans as available. The balance of the 
funds would be put in U. S. securities — 
part in medium term maturities as a 
semi-permanent investment and part in 
short term issues as a temporary meas- 
ure. Of course, the income tax position 
of the beneficiaries should be examined 
carefully in view of the attractive yields 
available at from municipal 
bonds. 


present 


stock 
emphasize 


investments, we 
petroleum, electric 
(chiefly Southwestern compan- 


In common 
would 
utility 
ies), and natural gas issues, with smaller 
representation in various other indus- 
tries such as chemical, electrical equip- 
ment, food, container, building materials 
and steel, and probably a few selected 
issues in various other accepted categor- 
ies. The objective in selecting common 
stocks would be (a) quality, a principle 
we would not knowingly compromise, 
and (b) a combination of better than 
average growth prospects with at least 
a moderate rate of dividend income. 


In our investment program, real 
estate mortgage notes are employed in- 
stead of corporate bonds and preferred 
stocks, and, under present conditions, a 
fairly adequate supply of such notes 
should be obtainable over a reasonable 
period of time at attractive rates of in- 
terest. In our section, prime quality mort- 
gage paper is, on average, available in 
fairly adequate supply. For many years 
our institution has cultivated a strong 
and wide clientele, which gives us first 
consideration when in need of mortgage 
credit and we maintain suitable facilities 
for servicing, believing strongly that the 
disadvantages of this type of investment 
from the trustee standpoint are far out- 
weighed by the advantages to the trust 
estate. 


We do not employ a definite, fixed 
formula plan, preferring to follow a 
more flexible program. Along this line, 
in some instances we reduce stock hold- 
ings when increases in market values 
raise the market value of the stocks to a 


very high percentage of the total ac- 
count. 


E. C. Epens, Jr., 
Trust Officer 


First & MERCHANTS NATIONAL BANK 
Richmond 


The trust account large 
enough to permit proper diversification 
might very well be invested now with 
between 50% and 60°% in common 
stocks and 40% to 50% in bonds pro- 
vided there are included among the 
common stocks a sufficient number of 
strong growth equities. 


average 


This is somewhat of a compromise 
or “middle of the road” position. If 
we could feel justified in placing only 
strong growth equities in the common 
stock portion, we would doubtless be 
willing to invest a larger percentage 
than 60% since the emphasis upon 
growth would seem to give assurance 
to the future and thus eliminate much 
of the guesswork as to whether the busi- 
ness cycle has been licked or what the 
market is going to do or whether the 
purchasing power of the dollar will 











rid U4 


\WENNESSEE CORPORATIONS 


TENNESSEE 
CORPORATION 


November 15, 1955 


CASH DIVIDEND 
A dividend of forty-five 
(45¢) cents per share was de- 
clared payable December 21, 
1955, to stockholders of 
record at the close of busi- 
ness November 30, 1955. 


EXTRA CASH DIVIDEND 

An extra dividend of 
twenty - two and one- half 
(2214¢) cents per share was 
declared payable January 11, 
1956, to stockholders of 
record at the close of busi- 
ness November 30, 1955. 


STOCK DIVIDEND 
In addition, a 3% stock 
dividend was declared pay- 
able January 11, 1956, to 
stockholders of record at the 
close of business November 
30, 1955. 


The above cash dividends 
will not be paid on the shares 


issued pursuant ‘to the stock 
dividend. 


Joun G. GreenBurRGH 
Treasurer. 





61 Broadway 
New York 6, N. Y. 
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continue to gradually deteriorate and 
what should be the duty of a trustee 
to hedge against such a possibility. How- 
ever, most growth equities seem to be 
discounting many years ahead and are 
yieldng less than good grade corporate 
bonds. 


On the other hand, if we were to de- 
cide that growth equities were too high 
as a class and yielded too little current- 
ly to purchase and we were to confine 
common stocks entirely to income or 
defensive issues, we would be putting 
ourselves in somewhat of a position of 
trying to guess the future course of 
events. Also. would not such a defensive 
position dictate a much smaller position 
in commons than 50% to 60% ? Hence. 
our compromise position of 50°. -60‘; 
in common stocks divided about equal- 
ly between strong growth equities of 
trust quality and income issues. For 
growth we would select principally from 
chemical. elec- 


business equipment. 


tronic, oil. and paper. Income issues 
would include only those showing some 
element of growth from utility, drug. 


container. and food products groups. 
1956 might very well be another year 
of continued boom. However, with in- 
dications that 
will be lower; that changes in the polit- 


automobile production 
ical weather might cause the investor to 
lose or gain confidence since confidence 
in the present administration has played 
such an important part in the security 
that 
tions with Communist 


markets: continued strained rela- 
countries could 
increase apprehension over the possi- 
bilities of war and resulting controls: 
that 


adverse effect upon the economy. these 


credit restraints might have an 
could very well result in some rather 
wide swings in the market. We feel. 
therefore. that funds going into com- 
mon stocks might very well be spaced 
over the year quarterly. 

If the account is in a tax bracket suflhi- 
ciently high to justify tax-exempt bonds. 
we would the bond 
largely in municipal bonds with maturi- 
ties spaced from about 10 to 20 vears. 
Where municipals are not attractive we 
would invest the bond money about 
evenly in good grade corporates and 
United States Governments. 


T. K. McRae. 


Vice President 


invest portion 


STATE-PLANTERS BANK & TRUsT Co. 
Richmond 


Our current investment policy is in- 
fluenced by the outlook for a high level 
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of economic activity throughout 1956. 
This feeling of optimism about business 
conditions is tempered, however, by the 
relatively high price-earnings ratios at 
which most good quality common stocks 
are now selling. Thus it seems to us that 
the market in general will move in a 
much narrower range than for the past 
two or three years. 

It being difficult to pinpoint any 
strong negative factors affecting security 
prices, we maintain the same view as 
last year, namely, that we would be will- 
ing to hold existing trust accounts with 
as much as 60% in equities, providing 
a good portion (say, 20 to 25%) of 
the commons are in banks, life insur- 
ance, and utilities. We would not be in- 
clined to increase this overall percentage 
commitment and if the market took it 
higher, we would consider selling com- 
mons to bring the percentage back to 
about 60%. 


Assuming a new fully discretionary 
trust account entirely with cash, we 
would probably put about 35% to 40% 
in equities with careful diversification 
among so-called defensive stocks as well 
as those offering prospects for long term 
growth. The overall current yield to be 
sought would, of course, depend to some 
extent upon the wishes of the grantor 
and beneficiaries. We believe that those 
industry groups offering the best pros- 
pects at current levels would include 
chemicals, containers, banks, foods, oils, 
and certain 
special situations. 


extractive industries and 
We still like some 
utilities and rails for their relatively 
attractive current yields and good divi- 
dend protection. 

We would still make some use of pre- 
ferred stocks although commitment in 
this category would depend upon the 
tax bracket of the beneficiary in some 
cases and the availability of first mort- 
gage real estate loans in others. We 
would not be inclined in any event to 
use over 10 or 15% in preferreds be- 
cause they have not as yet, in our opin- 
ion, reflected the general rise in interest 
rates. Of the remaining 50 to 55% go- 
ing into the bond category we would re- 
serve about 20% in short term Treasur- 
ies to be used gradually to increase the 
common stock commitment as and when 
attractive buying opportunities develop. 
If the beneficiary is in a 50% tax 
bracket we would put the balance of the 
bond money in good quality municipals 
which on today’s market would be the 
equivalent of a 5‘ taxable yield. Muni- 
cipals should, in our opinion, continue 
to be the most attractive segment in the 
bond market with heavy offerings fore- 


cast throughout 1956. This supply-de- 
mand situation should keep the yields 
on municipals at relatively high levels 
in spite of the fact that money on bal- 
ance may be easier next year. 


Should this yield differential in favor 
of tax exempts continue, we would be 
inclined to make wider use of them even 
where beneficiaries are not in a particu- 
larly high tax bracket. 

We have seen fit to use a 
formula plan approach in handling per- 
sonal accounts but rather feel that bet- 
ter results can be obtained through a 
systematic review of the individual ac- 
counts with emphasis upon equities or 
senior securities depending upon the out- 


nevcr 


look for business and market conditions. 
D. S. WiLLcox 
Assistant Trust Officer 
THE NATIONAL BANK OF COMMERCE 
Seattle 
The first 


fully discretionary trust account is to 


step in investing a new 
determine a program based upon study 
of all factors concerning the persons 
most directly interested in the trust as- 
sets. Depending upon those factors, the 
proportion to be invested in common 
stocks might vary from roughly 40° 
to 50% of the total. Selection of the 
remaining investments would likewise 
be influenced by the principal objective 
determined through study of the per- 
sonal and financial factors pertaining. 

More specifically, the bond or defen- 
sive portion might consist of govern- 
ment bonds, corporate and/or tax-ex- 
empt bonds, and in some cases even 
some amount in high grade mortgages. 
The maturities selected will vary in ac- 
counts, as will the type of bonds within 
each individual category. 

While we do have some preference 
as to industry groups from time to time 
(now, oils, utilities, and tire and rub- 
ber stocks are among our preferences). 
we tend to approach the question of 
stock more on the 
basis of the relative value of each indi- 
vidual issue. For example, at the mo- 
ment we are not particularly attracted 
to the machinery industry for common 
stock purchases. However, there are one 
or two issues within that group which 
we believe at present prices represen! 
good values and are attractive for long- 
term investment. 


common selection 


The type of stock and the amount in- 
vested in the different types will var) 
with the account. So far as possible, we 
tend to favor those stocks which have 
promise of at least reasonable growth 
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. dividual company. Likewise, our selec- lieve, however, that present economic Fund as of the last valuation date, Sep- 
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1 tion is influenced by a desire to provide conditions necessitate a very selective tember 30, 1955, follows: 
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wie degree of hedge ae 5 om PP ) U. S. Government Bonds -_.15.3% 
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nm We do not rely on any formula plan, 


as such, for investing. However, we con- 
stantly strive to properly balance each 
- account in accordance with the degree A N | N V i TATI 0 N 
E 7 of risk we believe to be proper for the 
person or persons for whom we are 


acting as trustee. to use our 
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go ¢ For a new fully discretionary trust of 
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Our common stock purchases would be 


im @ very selective with emphasis on those = i D F L i Ye Fe | LA D & L p bad IA 


which in our opinion provide not only 


. stability of income but also have some TRUST COMPANY 


degree of long-term growth potential. 
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We w * fav ‘tric 
_ would probably favor the electric BROAD & WALNUT STREETS PHILADELPHIA 9, PA. 
e operating utility and oil stocks more than 
| those in other industries at this particu- 
in- lar time. We would avoid the purchase of 
ry issues in industries which we consider . 
we highly cyclical. 
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a long-term basis we are confident 

| ) , . ° - or 7 
th that selected common stocks will prove 5 Ne at -Set Oa E 
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(The following contributors prefer 
not to be identified other than geograph- 
ically.) 


California 


Our basic policies are sufficiently flex- 
ible to permit us to adapt the invest- 
ment programs in individual accounts 
to the requirements of the beneficiaries 
and any special circumstances affecting 
them. In a situation such as described, 
where there are no unusual circum- 
stances or restrictions and the fund is 
of sufficient size to permit adequate 
diversification, our objective is to ulti- 
mately build up a portfolio of approxi- 
mately 50% fixed income securities 
(municipal bonds or a combination of 

% taxable bonds and 10% preferred 
stocks, depending on the tax bracket) 
and 50% in common stocks. 

Purchases of bonds and preferreds are 
usually made promptly. Because of the 
high level of stock prices, however, and 
as there are questions, in our opinion, 
as to how long the present very high 
level of business activity and corporate 
earnings can be maintained, we are mov- 
ing quite cautiously in the purchase of 
common stocks. Hence, in a fully dis- 
cretionary account of substantial size, 
we invest initially at this time not more 
than half of the total amount allocated 
for the purchase of common stocks. The 
balance of these funds is temporarily 
invested in Treasury Bills or short term 
bonds so that cash will be available for 
the gradual purchase of additional com- 
mon stocks over a period of time. As to 





timing, the account is reconsidered at 
least monthly and a decision reached on 
each of these occasions as to the ad- 
visability of further purchases. More- 
over, our Security Review group is con- 
tinuously following a wide list of stocks 
and if suitable issues become attractive 
during interim periods, their purchase is 
considered. 

In the selection of specific common 
stocks for purchase, our objective is to 
build up a well diversified portfolio of 
high grade issues; however, unless there 
are special reasons in the individual ac- 
count for placing emphasis on growth 
prospects, we usually make our larger 
commitments in industries with relatively 
strong defensive characteristics includ- 
ing the public utilities, food companies 
and grocery chains, the container in- 
dustry and in the banking and finan- 
cial groups. In most accounts, we would 
also acquire a good representation in 
the oil industry and more moderate ini- 
tial amounts of the low yielding growth 
type of stock with the objective of grad- 
ually building up these holdings in the 
future. Among the stocks which we use 
in this category are high grade chemical. 
insurance and paper industries and a 
few individual companies in other fields 
such as National Lead Company, Inter- 
national Business Machines Company. 
Minnesota Mining & Manufacturing 
Company and Corning Glass. On the 
other hand, we are inclined to defer, for 
the time being, any purchases in the au- 
tomobile industry, or companies which 
are substantially dependent on new resi- 
dential building. 
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Michigan 


We should initially invest a fully dis- 
cretionary trust of a size sufficient to 
permit adequate diversification approxi- 
mately 50% in bonds, 30% in stock pur- 
chase reserves and 20% in common 
stocks under circumstances prevailing to- 


day. 


Assuming that the beneficiaries are in 
a minimum 38% tax bracket, 40% of 
the total would be invested in municipal 
bonds of upper-medium quality, geo- 
graphically spread and maturing over a 
period of ten to thirty years to yield an 
average of 244% or a shade better. Ten 
per cent would be invested in medium 
term governments as a reserve against 
such contingencies as principal invasion 
or an unusual investment opportunity 
presenting itself. A somewhat smaller 
account would have good quality cor- 
porate bonds yielding 3.30%-3.40% 
substituted in large measure for the 
municipals. The bond portion would be 
accumulated over a period of sixty to 
ninety days to take advantage of the 
occasional attractive new issue which of- 
fers a wide choice of maturities and 
yields. While awaiting purchase and de- 
livery of the municipal issues, Treasury 
bills would be used as a temporary in- 
vestment medium at the current yield of 
around 214%. 


Stock purchase reserve would be com- 
mitted equally to six month commercial 
paper yielding 3°07, Treasury certificates 
due in one year and Treasury Notes due 
in 114 years. Commitment of some or 
all of each issue in common stocks would 
be considered ai the maturity of the 
issue depending on policy at the time. 
but the intention would be to have re- 
serves entirely invested in stocks within 
two years. 


Our 20% investment in common stocks 
would be allocated in the approximate 
ratios shown hereafter. It is assumed 
that the tax bracket is sufficient to make 
the purchase of a large proportion of 
high-yield income-type stocks unattrac- 
tive. We should put about 10% of the 
immediate common stock fund in elec- 
tric and gas utilities serving areas grow- 
ing faster than the national average, 10% 
into bank and insurance issues, 15% 
in chemicals, 15% in oils, 5-7% each 
in container, food, farm and electrical 
equipment, office equipment, paper. 
drug, and the balance in miscellaneous 
issues not subject to precise classifica- 
tion but with strong growth character- 
istics. The number of stocks would fall 
in the area of 20 or 25 names, and it 
would be expected that occasional addi- 
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tions would be made to these holdings 
assuming they were to remain relatively 
attractive values at the time of subse- 
quent review. 


We do not use the “formula plan” ap- 
proach. Each month our list is reviewed 
and each stock rated as to its relative 
attractiveness. If the list of issues at- 
tractive for purchase declines to a rela- 
tively few names, cognizance may be 
taken of this fact and stock portfolios 
reduced where ratios appear excessive. 
Proceeds usually are placed in munici- 
pals at a net increase in spendable in- 
come. 


Illinois 


The pattern for investment of trust 
funds should not change with the cal- 
endar, but it is probably well to review 
general policy at periodic intervals. Cur- 
rently there is no change in our policy 
that from 50% to 65% of a trust ac- 
count should be invested in bonds to pro- 
vide continuity of income as well as a 
reservoir of funds for emergencies and 
investment opportunities. The somewhat 
better return currently available from 
bonds is a heartening factor to trust 
beneficiaries. In particular, the better 
returns in the earlier maturities provide 
the chance to purchase staggered ma- 
turities without materially penalizing the 
account for this additional diversifica- 
tion. Stocks, principally common stocks, 
should make up the difference of 35% 
to 50°, depending upon the require- 
ments of the individual account. We con- 
tinue to purchase stocks for income, 
diversification and growth through re- 
tained earnings. 


If an account comes to us entirely in 
cash, which of course is very seldom ex- 
cept in employee benefit funds, and if 
there are to be no regular additions, we 
would endeavor to spread the stock in- 
vestment over a period of several years 
in order to get a good average. With 
short bonds giving a reasonable return, 
the retention of part of the stock money 
in liquid form results in very little sacri- 
fice for our accounts, although we would 
still advocate such practice even if yields 
were lower on short marketable bonds. 


We believe it is important to continue 
to seek a balanced portfolio representing 
a good cross-section of important Amer- 
ican industries and continued attention 
must be given to be sure that the indus- 
tries and the companies selected continue 
to meet trustee standards of quality. 
Just because the future appears promis- 
ing and we are assured that govern- 
mental controls will prevent excesses in 
our economy, does not relieve a trustee 
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from being prepared for unexpected de- 
velopments. 


Illinois 


It seems to many qualified observers 
that our national economy may at least 
approximate recent boom proportions 
during the earlier months of 1956, with 
a good possibility that some “settling” 
may occur during the later months. The 
dollar volume of plant expansion and 
new equipment is expected to equal and 
perhaps exceed that of 1955. Overall 
consumer buying is generally regarded 
as likely to be maintained at its recent 
level. Budget and _ political considera- 
tions could cause a very modest reduc- 
tion in 1956 without 
surprising most of us. Should interest 
rates change, there probably are stronger 
reasons for a decline than a further rise. 

In our opinion, these industries may 
do relatively well in the months to come: 


Federal taxes in 


Aluminum Petroleum 
Chemical - Plastics Public Utilities 
Drugs (Elec. and Gas) 


Retail Trade 
Road Machinery 
Rubber 

Steel 


Electrical Equip. 

Fire Insurance 

Paper and 
Packaging 


We do not use what strictly may be 
termed “formula plans.” Each trust is 
treated as an individual problem with- 
in the limits of a broad investment 
policy. 

Our objective would be fixed income 
securities and equities divided nearly 
evenly. Some long United States Treas- 
ury 3s or 344s and twenty to thirty 





year corporate bonds would comprise 
roughly 40% of total investments. If 
marketable corporate obligations carry- 
ing a 334% or higher rate could be 
obtained at reasonable prices, Govern- 
ment holdings would be smaller. But a 
personalty tax on corporate bonds equal 
to some 10% of the rate dictates more 
dependence on long Governments if 
suitable corporates at the rates mention- 
ed are not as readily available. 


Preferred stocks to about 10% of the 
total would be desirable, generally 
speaking. However, we would want is- 
sues benefitting from a sinking fund, 
or perhaps a conversion privilege. 


Around two-thirds of the cash allo- 
cated for common stocks undoubtedly 
would be invested promptly. The bal- 
ance would be put in short to medium 
term Governments at a rather favorable 
return for this type of holding. There 
being no_ especial income 
stocks, or pressure leading to purchase 
of growth issues, some 15% of the 
equity funds would go into electrical 
and electric and gas utility stocks imme- 
diately. Another 15% would be desig- 
nated for the petroleum industry, 10% 
for chemicals, and the remainder over 
a variety of industries and companies. 


need for 


The investment unit would be about 
5% to 10% of the portfolio value in 
any one bond, and under 5% 
single stock. 


in a 


Pennsylvania 
We would be inclined to put approxi- 
mately one-half the fund into bonds, 
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about 15% into preferred stocks and 
the balance into common stocks. We 
are well aware that for some time we 
have witnessed a sustained increase in 
business activity combined with the 
most abrupt rise in securities in the 
history of listed markets. It is entirely 
possible that we are entering a period 
in which some change in this pattern 
may be encountered. Certain important 
areas of the economy have shown some 
evidence of tapering off. at least for the 
time being. Certain other areas, how- 
ever, give evidence of continuing the 
favorable trend witnessed over the past 
few years. and in our opinion the long- 
term trend continues upward. Therefore, 
at the present stage of the market we 
might well spread our investment in 
common stocks over a longer period 
than would otherwise be the case. 
though the percentage distribution in- 
dicated above would remain our goal. 

We would suggest the following in- 
dustry groups in rough order of prefer- 
ence: 


Oils. Utilities, Elec. 
Equip. and Non-Ferrous Metals. 

Office 
Steel, Auios and Bldg. Materials. 


1. Chemicals, 


2. Merchandising. 


Ww 


Rubber, Paper. Foods. Banks and 
Insurance. 
Texas 

\mong the important elements which 
we believe will influence the economy 
during 1956 wili be the trend of auto- 
mobile production, construction activity 
and steel output. The rate of inventory 
and indebted- 
ness will also be significant elements 
and, from a psychological standpoint, 
the forthcoming presidential 
cannot be overlooked. 


accumulation consumer 


election 


Our judgment on these significant 
factors would induce us, as we begin 
1956. to take a more cautious approach 
toward investing the hypothetical fully 
discretionary trust account than we 
would have assumed a year ago. We 
would proceed at a slower pace in ac- 
cumulating common stocks and our qual- 
ity requirements and price conscious- 
ness in the selection of individual se- 
curities would be sharpened. The com- 
position of the account could well ap- 
proximate 25‘@ in government bonds, 
25°, in preferred stocks, and 50% in 
common stocks, although a certain pro- 
portion of our common stock investment, 
perhaps 10‘., would not be committed 
at present. 

The selection of governments would 
be of short or medium term, since the 


Equipment, 


coupon rate and yield in this area are 
nearly as favorable as in longer maturi- 
ties. In addition, bonds in this maturity 
range should provide a superior reserve 
fund in case it became advantageous to 
shift from one investment group to an- 
other. Our preferred stocks would be 
limited as much as possible to those 
sound issues which have the advantage 
of a sinking fund or purchase fund. 
Other preferreds, without this protec- 
tion, would be used in moderate amounts 
to provide diversification and some- 
what higher yield. We might mention 
in this regard that we have tended to 
use preferred stocks more liberally than 
some other institutions because the 
vield differential as compared with gov- 
ernment or corporate bonds seems worth 
obtaining where income is important. 


Among common stocks, sound invest- 
ment issues in the oil, natural gas, chem- 
ical and electric utility industries would 
be emphasized for their favorable long 
range prospects. Electric utility invest- 
ments would be limited as much as pos- 
sible to those companies serving growth 
territories, such as the Southwest. Bank 
stocks would rank fairly high in our 
selection since they should continue to 
do well under today’s conditions of 
favorable interest rates and active de- 
mand for credit. In addition, food and 
retail trade seem advan- 
tageously situated because of the favor- 
able long range implications on their 
operations from the anticipated rising 
trend of population. A few specialized 
investments in the metal industry could 
well be considered. 


companies 


We do not operate on a formula plan 
in the usual interpretation of that term. 
We do. however. determine what we re- 
gard as proper percentagewise commit- 
ments in common stocks for individual 
accounts, and we will probably be more 
alert to adjusting this percentage as in- 
creased market values raise it than we 
have been in previous years. We have 
on a few recent occasions undertaken 
fair sized the common 
stock portion of individual accounts 
where it has seemed excessive. This re- 


reductions in 


duction is not being undertaken on any 
general scale or in a hurried manner. 
but we will undoubtedly scrutinize with 
extra care accounts with more than the 
average commitnient in equities. 


We contemplate no major revision of 
our investment policy for most trust ac- 
counts, although there has been some 
lightening up on common stocks, par- 
ticularly where price appreciation has 
upset a reasonable balance and yield i: 
relatively low. 
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INSTITUTIONS OPERATING COMMON TRUST FUNDS 


KEY: D=DISCRETIONARY, L=LEGAL, 1=COMMON STOCKS, 2=BONDS, 3=FIXED INCOME INVESTMENTS, 4=LIMITED TO V.A. ACCOUNTS, 
5—LIMITED TO CEMETERY FUNDS, 6=TWO FUNDS. 


























ALABAMA | NEW YORK CITY 
First Nat’] Bank, Birmingham—D | Bank of New York—D & L 
First Nat’l Bank, Mobile—L Bankers Trust Co.—D* & L 
First Nat’] Bank, Montgomery—D Chase Manhattan Bank—D* & L* 
ARIZONA Chemical Corn Exchange Bank—D & L 
Valley National Bank, Phoenix—D — Bank Farmers Trust Co.-—D & L 
ARKANSAS Smpire Trust Co.—D 
Union Nat’! Bank, Little Rock- —D - — Co.—-D & L 
CALIFORNIA anover Bank—D & L 
Title Insurance & Trust Co., Los Angeles—D Manufacturers Trust Co.—D® & L 
Citizens Nat’l Trust & Savings Bank, Riverside—D Marine Midland Trust Co.—D 
The First Nat’l Trust & Savings Bank, San Diego—D J. P. Morgan & Co.—D 
Bank of America N.T. & S.A., San Francisco—D New York Trust Co.—D & L =e y , 
Wells Fargo Bank, San Francisco—D Mari Midland T tc il “— — cei I 
COLORADO arine Midland Trust Co. of Southern N. Y., Binghamton—L 
First Nat’l Bank, Colorado Springs—D Marine Trust Co. of Western New York, Buffalo—D & L 
Colorado Nat’l Bank, Denver—D Genessee Valley Union Trust Co., Rochester—L 
International Trust Co., Denver—D! & D® Lincoln Rochester Trust Co., Rochester—-D & L 
United States Nat’l Bank, Denver—D Security Trust Co., Rochester—D & L 
CONNECTICUT Manufacturers Nat’! Bank, Troy—L 
Bridgeport-City Trust Co., Bridgeport—-D ——e a ee eee 
Connecticut Nat’! Bank, Bridgeport—D* vounty Ilrus 0., ite Flains— 
Connecticut Bank & Trust Co.--Hartford—D F NORTH CAROLINA 
Hartford Nat’] Bank & Trust Co., Hartford—D American Trust Co., Charlotte—D 
First Nat’] Bank & Trust Co., New Haven—D Durham Bank & Trust Co., Durham—D* & D! 
Union & New Haven Trust Co., New Haven—D The Fidelity Bank, Durham— D ’ 
Stamford Trust Co., Stamford—D lirst-C itl. ens Bank & rr. Co., Raleigh D 
Colonial Trust Co., Waterbury—D Ler ae _ Ay . ee rwecg 8 can 4 D 
DELAWARE achovia Ban rust Co., Winston-Salem— 
Equitable Security Trust Co., Wilmington—D & L ’ . plaas . OHIO 
Farmers Bank of State of Delaware, Wilmington—D Central Trust Co., Cincinnati~D & L 
Wilmington Trust Co., Wilmington—L Fifth Third Union Trust Co., Cincinnati-—D 
DISTRICT OF COLUMBIA Cleveland Trust Co., Cleveland—D 
American Security & Trust Co.—D National City Bank, Cleveland—D 
National Savings & Trust Co.—L ey ne “a. 2 — —— 
Riggs Nat’l Bank—L io Citizens Trust Co., Toledo—D 
Union Trust Co.—D OKLAHOMA 
First Nat'l Bank & Trust Co., Oklahoma City—D 
Atlantic Nat'l Bank, Jacksonville : _— First Nat'l Bank & Trust Co., Tulsa—L, 
Security Trust ~ : Miami—D anid Sait tients Citi cle OREGON 
First Nat’] Bank, Orlando—L aye eee a =e 
Exchange Nat’! Bank, Tampa—D PENNSYLVANIA 
GEORGIA Barclay-Westmoreland Trust Co., Greensburg—L 
Citizens & Southern Nat’l Bank, Atlanta—D First Nat'l Bank, Greensburg—L 
First Nat’] Bank, Atlanta—D Farmers Bank & Trust Co., Lancaster—L 
Trust Co. of Georgia, Atlanta—D Fulton Nat'l Bank, Lancaster —L 
First Nat’] Bank & Trust Co., Macon—D First Nat’l Bank, McKeesport—L ; 
tote Matt Beak & Tout Ce.. Savenenh—D Central-Penn Nat'l Bank, Philadelphia—L 
‘ HAWAII Fidelity-Philadelphia Trust Co., Philadelphia—D &L 
awatian Dinat Go. Did: Boasikie-p! eb? Girard Trust Corn Exchange Bank, Philadelphia—D & L 
alias ° : : Liberty Real Estate Bank & Trust Co., Philadelphia—D 
: ts ‘ _ ILLINOIS First Pennsylvania Banking and Trust Co., — &L 
American Nat'l Bank & T rust Co., C hicago—D Philadelphia National Bank, Philadelphia—-D & L 
Chicago Title & Trust Co., Chicago—D Provident Trust Co., Philadelphia—D & L 
City Nat'l Benk & Trust ror »., Chicago—D - Tradesmens Bank & Trust Co., Philadelphia—D & L 
Continental illinois Nat’] Bank & Trust Co., Chicago—D Fidelity Trust Co., Pittsburgh as: D! L 
Harris Trust & Savings Bank, Chicago—D Mellon Nat’l Bank & Trust Co., Pittsburgh—D? & L 
La Salle Nat’] Bank, Chicago-—D Pcorles First Nat'l Bank & Trust Co., Pittsburgh—D & L 
a ' ? ; INDIANA 3erks County Trust Co., Reading—L! 
First Nat 1 Bank & Trust Co., Crawfordsville—L Scranton-Lackawanna Trust Co., Seranton—D & L 
Old Nat ] Bank, Evansville— L : : . Third Nat’l Bank & Trust Co. of Ser: 
American Fletcher Nat’] Bank & Trust Co., Indianapolis—L Miners Nat’l] Bank, Wilkes-Barre—D & L 
: d : ._,, KENTUCKY Second Nat’l Bank, Wilkes-Barre—D 
Kentucky Trust Co., Louisville —D SOUTH CAROLINA 
Louisville Trust Co., Louisville—D MAINE South Carolina National Bank, Charleston—L 
SALINE TENNESSEE 
The Canal Nat’! Bank, Portland—D American Nat’l Bank & Tr. Co., Chattanooga—D 
First Portland Nat’] Bank, rece en National Bank of Commerce, Memphis—D 
M: sAN Union Planters Nat’] Bank, Memphis—D 
Equitable Trust Co., Baltimore—-D | First American Nat’l Bank, Nashville—D 
Fidelity-Baltimore Nat’] Bank & Trust Co., Baltimore—D & D+ Nashville Trust Co., Nashville—D' @ D? 
Mercantile-Safe Deposit & Trust Co., Baltimore—D | TEXAS 
Suburban Trust Co., Silver Spring—D First National Bank, Dallas—D 
Union Trust Co. of Md., Baltimore—D Mercantile Nat’] Bank, Dallas—D 
MASSACHUSETTS Republic Nat’] Bank, Dallas—D 
Boston Safe Deposit & Trust Co., Boston—D The Fort Worth Nat’l Bank, Fort Worth—D 
Day Trust Co., Boston—D Frost Nat’l Bank, San Antonio—D 
First Nat’] Bank, Boston—--D National Bank of Commerce, San Antonio—D 
Merchants Nat’] Bank, Boston—D UTAH 
Nat’! Shawmut Bank, Boston—D First Security Bank of Utah, N.A., Salt Lake City—D 
New England Trust Co., Boston—D VERMONT 
Old Colony Trust Co., Boston—D Barton Savings Bank & Trust Co., Barton—D & D® 
yaa Bank-State “oe picts ~ Boston-—D Chittenden Trust Co., Burlington—D 
Cambridge Trust Co., Cambridge—D Montpelier Savings Bank & Trust Co., Montpelier—D & D*° 
B.M.C. Durfee Trust Co., Fall River—D Proctor Trust Co., Proctor—D & D*® 
Hadley Falls Trust Co., Holyoke—D Franklin County Savings Bank & Trust Co., St. Albans—D 
Granite Trust Company, —— | Waterbury Savings Bank & Trust Co., Waterbury—D 
Union Trust Co., Springfield—D VIRGINIA 
Newton-Waltham Bank & Trust tt Waltham—D Peoples Nat’] Bank, Charlottesville—D 
Mechanies Nat’l Bank, Worcester— First Nat’l Trust & Savings Bank, Lynchburg—D 
Worcester Country Trust Co., Worcester—D Nat’l Bank of Commerce, Norfolk—D 
MICHIGAN First & Merchants Nat’] Bank, Richmond—D 
Detroit Wabeek Bank & Trust Company, Detroit—D State-Planters Bank & Trust Co., Richmond—D 
Manufacturers Nat’l Bank, Detr« Colonial-American Nat’! Bank, Roanoke—L 
Michigan Trust Company, Grand Rapids—D First Nat’l Exchange Bank, er a 
First Nat’l Bank Trust Co., Kalamazoo-—D Ss GTO 
MINNESOTA Nat’! Bank of Commerce, Seattle 
Northwestern Nat’l Bank, Minneapolis—D & D* aot e Aad i bea Dacron — 
First Trust Co., St. Paul—L a ank 0 ashington, Tacoma—I 
MISSOURI WEST VIRG INIA 
City Nat’l Bank & Trust Co., Kansas City—D Flat Top Nat’l Bank, Bluefield—D 
Commerce Trust Co., Kansas City—D : WISCONSIN 
Mercantile Trust Co., St. Louis—D Merchants & Savings Bank, Janesville—D! 
St. Louis Union Trust Co.—D?*® & D* First Wisconsin Trust Co., Milwaukee—D 
Security Nat’l Bank Savings & Trust Co., St. Louis—D aera gag rag a eo 
NEBRASKA | Marsha Sley Bank, llwaukee— 
First Trus .. Linecoln— CANADA 
cisternae NEW JERSEY | Canada Permanent Trust Co., Toronto—D & L 
st Camden Nat’l Bank & Trust Co., Camden—D & L | Chartered Trust Co., Toronto—L 
Bu lington County Trust Co., Moorestown—L | Crown Trust Co., Toronto—L 
Fidelity Union Trust Co., Newark—L Royal Trust Co., Toronto—L 
Princeton Bank & Trust Co., Princeton—-D Toronto General Trusts Corp., Toronto—D 
The Trenton Banking Co., Trenton—L Waterloo Trust & Savings Co., Kitchener—L 
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HOW TO LOOK AT FORD STOCK 


7 HISTORY OF Forp Moror 1s 
general knowledge. It lost leader- 
ship in its industry around 1927, and 
from 1931 through 1941 its operations 
resulted in a cumulative net loss. But 
under new management, installed in 
1946 and headed by Ernest R. Breech, 
formerly of General Motors, the com- 
pany has enjoyed a strong resurgence. 
Ford achieved recovery to second place 
in the industry by 1950. and it has since 
fortified its position. 


Ford’s manufacturing integration falls 
somewhere that of General 
Motors, the industry’s most self-suffici- 
ent, and Chrysler, as evidenced by its 
middle-bracket profit margins shown in 
the table. Ford’s non-auto lines are not 
so diversified as those of the other two 
major companies, however, as its only 
other activities are farm machinery and 
defense work. recently 3% and 5‘. re- 
spectively, of net sales. 

Substantial operations are 
handled largely through unconsolidated 
affiliates and subsidiaries, principally 
Ford Motor Company. Ltd. (England) 
and Ford Motor Company of Canada, 
in which it owns 54.6% and 55.4% of 
the respective voting shares; the over- 
all equity interest in the Canadian com- 
pany is 27.5%. Ford’s recent share in 
the undistributed earnings of unconsoli- 
dated subsidiaries has equaled 15c to 
28c a share of the combined new Ford 
stock. carried at 
$77.5 million in the September 30 bal- 
ance sheet, had an aggregate net equity 
of $201.8 million. 


between 


foreign 


These investments, 


Much of the story of Ford’s postwar 
comeback lies in the relatively huge in- 
vestment in improved and expanded 
productive facilities. In 1946-54 capital- 
ized outlays totaled $1,200 million. only 
a small part of which was covered by 
fast emergency amortization, compared 
with about $500 million by Chrysler 
and approximately $2,750 million by 
General Motors, exclusive of special 
tooling costs. Thus, Ford invested much 
more over this period in proportion to 





its total volume than did Chrysler, and 
it also was moderately ahead of G.M. 
As one result, note the comparative gain 
in profit margin. 


Current Position 


These strenuous efforts find the com- 
pany with a capitalization solely in 
stock, a result greatly aided by the 
conservative postwar dividend policy. 
And Ford’s working-capital position at 
the end of September was excellent. 
Cash and equivalent of $606.9 million 


FORD'S PROGRESS 


NEW-CAR REGISTRATIONS AS % OF US. TOTAL 
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for first 10 months. 


1955 data are 





exceeded the $589.2 million of current 
liabilities, and net current assets were 
$636 million, which, in ratio to sales. 
was not too far below G.M.’s. 


Ford’s drive to hold a strong and 
profitable competitive standing is_be- 
ing bolstered by already authorized 
further additions and improvements to 
cost an estimated $960 million, exclu- 
sive of special tooling. Most of this will 
be completed within the next two years. 
So ambitious a program conceivably 
would involve outside financing. These 
outlays will include provision for a new 





This copyrighted special study of 
the Ford Motor Co. by Moody’s In- 
vestors Service is reproduced with 
their permission for which the editors 
express appreciation. 











passenger-car line, adding another string 
to Ford’s bow. 


We estimate that 1955 earnings may 
be about $7.75 a share. vs. $4.31 last 
year on present capitalization. The ini- 
tial quarterly dividend is to be 60c or 
a regular annual rate of $2.40, com- 
pared with $3.27 actually declared this 
year (including $1.31 in extras). This 
will undoubtedly be supplemented, how- 
ever, as earnings permit. Looking 
ahead, it is our impression that earn- 
ings may be somewhat lower for all of 
1956, but the dividend total will be 


higher than $2.40 —perhaps around $3. 
The Outlook 


By comparison wiih the recent mar- 
ket valuations of Chrysler and General 
Motors, we Ford common 
would represent fair value in the neigh- 
borhood of $70 a share. The initial 
offering probably will be relatively at- 
tractively priced, and we 
would look for the stock to come out 
at some concession. 


believe 


however. 


We are of the opinion that the cycle 
for leading motor companies has _be- 
come so full-blown that the intermedi- 
ate investment are being 
quite fully valued. It is best, therefore. 
to take the long view toward 


prospects 


these 
shares, including the new Ford stock. 
Further growth in the sales and earn- 
ings of this vigorous, competitive in- 
dustry seems well assured. subject to 
temporary setbacks. And over coming 
the dividend 
should work out above average. 


years investor's return 

Ford’s common stock will. from pres- 
ent indications, be accorded a wholly 
favorable reception, and it is intended 
that the issue will have an unusually 
broad distribution. The company’s skill- 
ful public relations, progressive labor 
policies and the spectacular program of 
The Ford Foundation doubtless have 
engendered much good will and wide 
interest in Ford affairs. 





The Financial Position of the Major Automobile Makers 








Selected Balance Sheet Items as of September 30, 1955 Ste. a? be a 
" Pp. 

Net Common, Less Earnings 
Cash Wor Net Preferred Common AandB Book Senior Retained 
Items Capi Plant — Debt—- -——Stock —andSurplus— Shares Value Capital 1946-54 
millions mill. % mill. % mill. % (000) per Common, A or B shares 
Ford ...........-- $6069 $636.0 $1,144.2 Nil Nil Nil Nil $1,839.5 100.0 53,461 $34.40 $11.89 $16.16 
re 241.1 294.6 453.5 $125.0 16.4 Nil Nil 637.7 83.6 8,705 73.28 19.49 $1.61 
General Motors ..... 1,481.1 2,183.3 2,265.6 300.0 6.6 $283.6 62 3,966.1 87.2 275,304 14.40 5.81 6.80 
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of 


Moreover there will be a great de- 
mand for the stock for diversifying pur- 
poses. Here is a standout industry (the 
American industry, some will say), in 
which it has heretofore been possible to 
invest in only two companies having 
anything like uniform success. There 
are 275 million G.M. shares. Imagine 
the jam which could occur if even part 
of General Motors’ holders should seek 
to diversify. 

Investors may well keep in mind, 
however, that the supply of shares will 
be increased, as the Foundation plans 
to liquidate more of its Ford holdings 
to sustain grants and to diversify its in- 
vestments. The Foundation also will 
make stock available for company em- 
ployees participating in Ford’s Savings 
and Stock Investment Program. 


Details of Capitalization 


Proceeds from sale of this stock, an- 
nounced for January 18, will go to The 
Ford Foundation. As a prelude, Ford 
Motor’s capitalization will be reclassi- 
fied on January 5 into 53.461,470 shares 
of capital stock ($5 par) in these three 
classes, equal excep! in voting rights: 

Common—The 10,832,100 newly cre- 


ated common shares—including the 10.- 
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Ford Chrysler G.M. 
Sales (millions): 
Pe $1,502 $1,868 $3,815 
1948-52 Avg. 2,526 2,198 6,590 
1953 ...... 4,211 3,348 10,028 
are 4,062 2,072 9,824 
9 Mo. 1954.. 3,184 1,403 7,219 
9 Mo. 1955.. 4,043 2466 9,544 
Operating Profit Margin: 
ee 6.33% 8.36% 15.47% 
1948-52 Avg. 12.05 8.72 20.49 
aa 11.39 5.77 16.23 
eee 11.42 0.96 16.77 
9 Mo. 1954.. 12.53 0.26 16.73 
9 Mo. 1955.. 15.96 6.56 21.11 
Per-Share Earnings: 
_ aaa $1.19 $7.72 $1.04 
1948-52 Avg. 2.94 11.49 2.23 
eee 3.14 8.59 2.24 
ee 4.31 2.13 3.03 


9 Mo. 1954.. 3.70 0.43 2.19 
9 Mo. 1955. 5.85 8.11 3.31 


Dividends 
ae $0.13 $2.874 $0.50 
1948-52 Avg. 0.80 6.50 1.35 
LC 0.98 6.00 1.33 
a 1.70 4.50 1.67 
a 3.27 4.00 2.317 





290,000 to be offered—will as a class 
have 60° of the voting power. 

Class A stock, all held by The Ford 
Foundation (36,148,620 shares). will be 
non-voting, but will have 67.6% own- 
ership of the company. 


of Chicago. 


Come to the Midwest for 
Corporate Trust Work 


Our experienced Corporate Trust Department— 
with complete facilities in centrally located 
Chicago—acts as Registrar or Stock Transfer 


Agent for many of America’s leading corporations. 


Whatever the scope of such transactions, rely 


on the City National Bank and Trust Company 


Class B_ stock, totaling 6,480,750 
shares, is owned by the Ford family and 
related interests. It will have 40% of 
ihe voting power, though representing 
12.1% of the capitalization. 

lf sold in the future, Class A and 
Class B would be reclassified into com- 
mon, end voting power would be read- 
justed. 








Robert A. Browning, Jr., assistant trust 
officer of State-Planters Bank and Trust 
Company, Richmond, Virginia, leoks on as 
D. W. Murphey, treasurer of the Richmond- 
Petersburg Turnpike Authority, uses a mul- 
tiple writing device to sign some of the 
$69,000,000 worth of authority bonds as they 
are prepared in New York City. State- 
Planters was named trustee of the Authority 
with a bid of $2.00 less than nothing, prob- 
ably setting a record in competitive bidding. 


















208 SOUTH LA 


City NATIONAL BANK 


AND TRUST COMPANY of Chicago 
SALLE STREET 


(Member Federal Deposit Insurance Corporation) 
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YIELDS oF YIELDS OF PRICES,DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
- iJ T T al x T 7 a * i] T | aa 
125 IN PERCENT L25 2.60 IN PERCENT 2.60 160 PRICES AND DIVIDENDS 
($ PER SHARE) 
3 YEARS 
1.50 Va i507 280 280-4 
- 1.40 ad 
PRICES 
= 1.75 175-4 i 
_S YEARS 300 - J es 
+ 2.00 2.00 + 
3:20 -1 
+225 2.254 
340 YIELD a 
_ 10 YEARS : % 
= am 3- 
YIELDS 
\ 3.60 = xs oe 
° y / ’ piteete 
- 275-4 ° a 
\ ; / wo 
. \ 7 L. 60 # 5 - 
= \ ° 380 + ee ete oer ‘ 4 
- ! - - 
= 300 VN -~o-o 
v : = 
3S, OF 2/15/95 cuit Pa ‘ 
~2bos5 oF 9/15/72-67 + 4.00 400 4 | 40 DIVIDENDS 1] a 
Pe ork ’ 25 7] (10 SCALE) 
3/4S, OF 6/15/83-78 
+ 1953 | 1954 | 1955 1 1956 - + 1953 l 1954 l 1955 l 1956 - + 1953 l 1954 l 1955 l 1956 - 
- End of Month —— a 
Dec. Nov. Dec. 1955 1951-54 1946-50 1941-45 1931-40 1919-1930 
1955 1955 1954 —--- —Range for Period —- 
i. U.8&. Government Yields — 
$-Year Taxable Treas. —......_..... “/ 2.90 2.76 1.79 2.90-1.86 280-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. —...__._.___ 2.95 2.89 2.13 2.95-2.18 8.00-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. —.._..__...._ © 2.92 2.89 2.51 2.99-2.52 3.16-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 246s, 9/16/72-67 ——.......... 7 2.29 2.89 2.58 2.97-2.60 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Vistery oe. 12/16/07 —....___...... 2.88 2.88 2.58 2.94-2.60 8.31-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) 
a een 2.93 2.92 2.66 3.00-2.68 (b) (b) (b) (b) (b) 
3s, 1995 . ——eninnsenee Of, 3.00 3.00 3.06-2.96 
2. Corporate Bond Yields —.......____ ceuiicaas 
Aaa Rated Long Term —..___-__-__._ 3.15 3.13 2.91 3.18-2.91 3.44-2.65  2.91-2.46 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Term -.....__._______ 3.22 3.20 3.05 3.24-3.04 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A ees tone Tern... o 2.34 2.30 3.15 3.35-3.14 3.69-2.87  3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —.___.___ of 3.63 3.59 2 AD 8 63-3.45 3.90-3.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Tax-Exempt Bond Yields — 
Aaa Rated Long Term ~.._......__»__ so 2.20 2.2] 2.04 2.34-2.05 2.73-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (b) (c) & 
Aa Rated Long Term —..__....._.._ 2.50 2.33 2.15 250-2 18 2.96-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (bh) (c) 
A Rated Long Term piece Oe 2.85 2.70 2.53 2.85-2.54 3.34-1.72  2.64-1.28 2.49-1.49 3.29-2.11 (b) (c) 
Baa Rated Long Term : inconteinns, “Of, 3.26 3.20 3.02 3.26-3.02 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60(b) (ec) 
4. Preferred Stock Yields —..........____.. 
Industrials—High Dividend Series 
High Grade isd 3.91 2.91 3.84 3.95-3.87 4.24-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade ———....._ 7 4.51 4.48 4.54 4.54-4.45 5.28-4.53  6.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Tndustrials—Low Dividend Series al 
High Grade ‘ 3.71 3.69 3.65 3.73-3.63 4.02-3.45  3.92-3.27(d) (d) (d) (d) 
Pee Gene 6 4.10 1.09 4.10 4.13-4.03 4.39-3.80 4.20-3.52 (d) (d) (d) (d) 
Utilities—Low Dividend Series 
a ee rE 3.96 3.96 3.90 3.98-3.89 4.45-3.77  4.24-3.40(d) (d) (d) (d) 
Medium Grade —..._.___. « 4.26 4.25 4.21 4.32-4.19 4.87-4.17  4.65-3.69(d) (d) (d) (d) 
6. Common Stocks 
125 Industrials—Prices (f) a $145.67 $143.78 $115.64 145.67-116.83 115.64-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78,06-34.81 (e) 
125 Industrials—Dividends (f) —... $5.71 $5.69 $4.73 5.71-4.79 4.73-4.13 4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) 
125 Industrials—Yields —.......... % 3.92 3.96 4.09 4.18-3.63 6.84-4.09 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (e) 
(a) —U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1943. (d)—Low Dividend Preferred Yield Averages in this series date from 
(b) —U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. Jan. 2, 1946. 
(c)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. (c)—125 Industrials Averages date from Jan. 1, 1929. : 
(f)—Dollars per share. é 
*Revised 
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HE U. S. Atomic Energy Program 

was once described as a bureau- 
cratic business of taking something out 
of the ground, moving it around on 
the surface, adding value by labor, and 
putting it back into the ground. 


The reference was to the manufacture 
of nuclear explosives, from the digging 
of ores in Africa and Canada and the 
United States through refinement of 
metal and the manufacture of U-235 and 
plutonium for fabrication into weapon 
components going to storage in under- 
ground vaults. 


There have been changes in this pro- 
cedure during recent years in both the 
bureaucratic nature of the business and 
in many of the steps. We'll probably 
never know the proportion of fissionable 
material — U-235 and plutonium — 
which is kept on top of the ground but 
the actual amount is sufficient to support 
a great amount of industrial activity 
and extensive research and 
engineering development work. 


As of December 21, 1955, the Atomic 
knergy Commission had issued licenses 
to 15 applicants for the use of around 
25 kilograms of U-235 and about 44 
grams of plutonium. These are the 
amounts allocated for the development 
of the civilian applications of atomic 
energy by agencies other than AEC 
contractors and laboratories. The total 
of about 55 pounds is the first trickle of 
a flow which will one day be the founda- 
lion of an industry. It is not going back 
into the ground for storage. It is a 
measurable ebbing of a government 
monopoly. 


scientific 


\ unique feature of the nuclear busi- 
ness — whether fuel for power. isotopes 
for research, radiation sources for proc- 
essing, or what — is the extent and 
complexity of the logistic support re- 
quired. Many industries have felt this 
demand — makers of mining and mill- 
ing machinery, producers of stainless 
steel, beryllium, zirconium and lead (for 
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shielding), and that whole new industry 
— free and unfettered and already furi- 
ously competitive — the radiation in- 
struments industry. 


Instruments 


In 1943, there were three manufactur- 
ers of highly nuclear in- 
struments, making six different types. 
Today there are more than 150 listed 
manufacturers of nuclear radiation de- 
tection and allied equipment and the 
number of variations and types of in- 
struments is almost beyond count, so 
rapidly do they change. The listed sup- 
pliers today, of course, include some 
makers of limited numbers of 
highly specialized instruments as well 
as the giants of industry who are mak- 
ing radiation instruments on the side. 


customized 


very 


In 1946, the instrument makers d‘d 
about $2 million worth of business. In 
1954, it was about $30 million. Within 
five years. it should be $50 million, ac- 


cording to the AEC. 





The man who has the most sensitive 
finger on the radiation instruments busi- 
ness is Robert L. Butenhoff, Chief of 
the Radiation Instruments Branch of 
AEC’s Division of Biology & Medicine. 
The organizational placement of his 
Branch reflects the early concern of 
AEC ior the supply of instruments to 
meet the use of research workers using 
radioactive materials. The national de- 
mand for instruments. however; has long 
since gone far beyond the medical re- 


search field. 


Mr. Butenhoff sees a market demand 
for nearly $200 million of radiation 
instruments during the next five years. 
Of this amount, the government will 
take around $115 million for AEC uses 
for military requirements and for civil 
defense operations. The latter is esti- 
mated at about $30 million over the 
five years. 


Outside of government, the biggest 
demand for radiation instruments will 
come from the users of radioisotopes. 


Top view of materials testing reactor at the National Reactor Testing Station in Idaho. 

Plug in center is removed for insertion of new fuel elements containing highly enriched 

uranium. Driving mechanism for regulating cadmium control rods is mounted on top 

of the plug, and control cabinets are on opposite sides of the reactor. The U. S. Atomic 

Energy Commission owns the reactor which is used primarily for the Government’s de- 

velopment of reactors and is being made — to provide irradiation service to the 
industry. 
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Expansion of the industry closely paral- 
lels expansion of the use of isotopes. 
According to Mr. Butenhoff’s projec- 
tions, during the next five years the in- 
dusirial users of isotopes should need 
about $25 million of instruments, 
medical users about $20 million and 
non-government research and other users 
about $10 million. The uranium pro- 
duction industry is expected to take $15 
million worth of instruments in the next 
five years for exploration and logging 
work. 


Mr. Butenhoff estimates that~ about 
10% of the cost of a nuclear reactor 
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today goes for instrumentation, but this 
ratio should go down as simpler reactors 
are built with less and less experimental 
gadgetry and when design becomes 
more precisely aimed at some economic 
objective. On the basis of the current 
outlook for new research reactors and 
experimental power reactors to be built 
before 1960, Mr. Butenhoff sees a sub- 
stantial and rapidly growing market 
for instruments in the reactor field. He 
does not, however, believe that the large 
number of manufacturing units is just 
a case of a big “rush” with usual merg- 
ing, thinning and mortality. “Nuclear 
radiation instruments will always be a 
business in which the little man has a 
chance,” says Mr. Butenhoff. “He may 
even have a better chance, since flexi- 
bility and the quick application of new 
ideas are so important. Brains and skills 
are more important than capital. 


“This does not mean there won’t be 
some opportunities for large production 
of standardized instruments. where the 
economics of mass production will gov- 
ern. This is particularly true in con- 
nection with instruments for the Military 
Services and for Civil Defense. But, in 
the absence of proprietary patent ad- 
vantages, the mass market will be wide 
open. 


“Most of the basic patents are held 
by the government as a result of the 
intensive work done in secrecy during 
the war. These patents are free and 
open. Manufacturers in the nuclear in- 
strument business must depend upon 
production know-how and the merit of 
their products. There are many trade 
secrets and many non-patentable produc- 
tion ideas being applied continuously.” 


The intense competition in the instru- 
ments business and the consequent de- 
gree of accuracy and dependability built 
into American instruments leads Mr. 
Butenhoff to believe there will be a 
worthwhile foreign market for U. S. 
manufacturers. Admitting the difficulty 
of estimating this market, he believes 
it will be from $8 to $10 million over 
the next five years. 


Fuel Fabrication 


A significant step by AEC in the di- 
rection of industrializing the atom was 
taken last month when a unit price con- 
tract was awarded to Babcock & Wilcox 
for the frabrication of replacement fuel 
elements for the Commission’s Materials 
Testing Reactor in Idaho. 


The contract calls for 325 units at 
$279 each in B&W’s new Lynchburg, 


Virginia, plant, where uranium enriched 





Tracerlab gauges — Measure and control 
uniformity of rubber at Hood Rubber Co., 
Watertown, Mass. 





in U-245 conteni w:ll be alloyed and 
shaped and assembled into the sand- 
wich-type fuel elements for MTR. Previ- 
ously, these units had been made in 
government facilities at Oak Ridge. 

AEC not only frees its facilities at 
Oak Ridge for the heavy developmental 
work load, but steps out of the arrange- 
ment because B&W’s contract is actually 
with Phillips Petroleum Company, op- 
erator of the Materials Testing Reactor. 
Mining 

A second evidence of government’s 
edging away from its monopolistic prac- 
tices in the atomic industry was the an- 
nouncement that the Atomic Energy 
Commission would institute competitive 
bidding for uranium deposit 
Previously, the Commission had main- 
tained a list of interested operators from 
which “selected” on the 
basis of qualification. 


leases. 


leases were 

These leases are for the mining of 
uranium deposits already developed by 
AEC on withdrawn public lands and 
in certain other areas under AEC con- 
trol. Direct negotiation will be em- 
ployed where circumstances make bid- 
ding impractical, such as for deposits 
which could mined 
from existing underground workings. 


be economically 


Beryllium and Zirconium 


Still a third significant indication of 
progress toward industrial participation 
in the national atomic energy program 
was the AEC announcement that it will 
invite proposals from industry for the 
supply of 100,000 pounds of beryllium 
a year over a five-year period. 

Beryllium is a valued material for 
nuclear reactors because of i:s excellent 
properties with respect to neutron ab- 
sorption. It is highly corrosion resistant. 
dimensionally stable under radiation. 
strong and workable. Its primary use 
is aS a moderating material, to slow 
down the neutrons produced in fission. 
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The greatly expanded requirement 
for beryllium is probably sufficient to 
bring about a substantial reduction in 
cost from the reported current figure 
of around $100 a pound for metal pro- 
duced in a wholly owned government 
plant at Luckey, Ohio, operated for 
AEC by Brush Beryllium Corporation 
of Cleveland. 


That other glamour metal of the atom- 
ic age, zirconium, is not being neglected. 
AEC had announced in August it would 
receive proposals in February for de- 
livery of up to 2 million pounds over 
a five year period. The requirement has 
since been more than doubled, with, 
proposals invited on several combina- 
tions for up to 5 million pounds over 
a five year period. 

AEC now gets zirconium under a 
cost-type contract with Carborundum 
Metals Company at Akron, New York, 
which will continue to supply 200,000 
pounds a year. The Commission has in- 
dicated its desire to get other suppliers 
into the picture. 


Feed Materials 

Opportunities for new participants to 
get into the nuclear fuel production 
chain were considerably enhanced by 
the Commission’s decision to put off 
until October 1, 1956, the proposals in- 
vited in October of 1955 for the pro- 
duction of uranium materials in 
ptivately owned and operated plants. 


Originally the proposals were due March 
31, 1956. 


feed 








—Photo from Westinghouse 
Zirconium sponge is poured into large de- 
position tank at Westinghouse Atomic Power 
Division as first step in producing 99.9% 
pure zirconium metal. The sponge consists 
of coke-like lumps which themselves are 
the result of a six-step reduction process 
that begins with zirconium sands washed 
ashore on ocean beaches. 


January 1956 








Uranium feed materials may be urani- 
um salts for feeding into the cavernous 
gaseous diffusion plants for the pro- 
duction of U-235, or pure uranium 
metal to feed the production reactors 
which make plutonium. Up to now, all 
of the steps of producing feed materials, 
except the mining and milling of the 
ores, have been performed in govern- 
ment owned plants. Under the new pro- 
gram, the additional steps may be done 
in private plants including refining of 
mill concentrates to produce a purified 
salt, conversion of the salt to metal or 
uranium-hexaflouride, and, in the case 
of metal, fabrication into desired shapes 
for reactor fuel. 


The Commission expects more effort 
to be given to developing improved 
processes and to designing more efficient 
and lower cost plants as a result of the 
additional time available. 


A A A 


Solar Energy Exhibit 


More 1,000 leading scientists 
attended the international “World Sym- 
posium on Applied Solar Energy” at 


than 


Phoenix, Ariz., in November. In prepa- 
ration for their arrival Walter R. Bim- 
son, chairman of the board of the state- 
Valley Bank, broke 
ground for a public exhibit that included 
sun-powered 


wide National 


stoves, batteries, radios, 
engines and 60 other devices that will 
do everything from heating houses to 
distilling water and making jewelry. 
3imson is a founder of the Association 
for Applied Solar Energy, which, with 
the Stanford Research Institute and the 
University of Arizona, sponsored the 
symposium. 


One display illustrated the fact that 
sunshine falling on one square yard of 
surface could be turned into energy 
equivalent to that supplied by 37 gal- 
lons of oil, and another, by use of a 
solar demonstrated 


the sun can 


heat 
be turned 


pump, how 


radia‘ed from 
into more useful forms of energy for 
mankind. 

& A A 


@ The qualitative effects of automation 
on the nation’s workforce may be spec- 
tacular, Associated Industries of Cleve- 
land reports, in that the need for skilled 
workers and technicians may far exceed 
the foreseeable supply. Management is 
already examining its trained man-power 
and studying the kind of employee train- 
ing program which will be needed. It 
may mean a greater interest in appren- 
tice training under a written program 
of training standards and with an estab- 
lished wage scale during apprenticeship. 


New Common Trust Funds 

Valley National Bank in Phoenix, 
Ariz., established a Common Trust Fund 
of the discretionary type on November 
1. 1955. This is the first in the state 
and will be under supervision of F. L. 
Gibson, trust officer, with a manage- 
ment committee of twelve senior trust 
and investment officers. 

Central-Penn National Bank of Phila- 
delphia started a common trust fund 
November 20, 1955 (legal investments) 
and will inaugurate a discretionary-type 
Fund on January 20. Notable is the 
choice of mid-month reporting and 
valuation date (20th). 
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HE SEC stTupy ON CORPORATE PEN- 
pee funds* has again set off a flurry 
of interest in institutions as purchasers 
of equities. One need only pick up a 
financial paper today to find discussions 
of this “new ownership” in American 
business, and to hear of the “mushroom- 
ing” growth of institutional investment. 


The figures are striking. The market 
value of all institutional common and 
preferred holdings at the end of last 
year has been estimated by the SEC 
to be $66.5 billion—almost one-quarter 
of the total potential market supply. 
Further, they are adding to their hold- 
ings at the rate of $6 million a day— 
over $1.5 billion per year. Projecting 
these growth rates over the next dec- 
ade, it becomes apparent that institu- 
tions will increasingly be put in a key 
position in the ownership picture. This 
is an incontrovertible business fact. 


Unfortunately, however, the impact 
of these swelling institutional percent- 
ages on the framework of corporate con- 
trol is not nearly so clear-cut. As a re- 
sult, over the years many people have 
voiced fears that these entities in one 
form or another have been exerting 
“too much control.” On occasion these 
fears have spilled over into orgies of 
recrimination, sometimes resulting in 
extensive public hearings and suggested 
restrictive legislation. These charges of 
excessive control are serious ones, and, 
with the increased import of the institu- 
tions today, need to be analyzed ration- 
ally and carefully. 


Moot Questions of “Contro!” 


In truth, the term ‘control’ is itself 
a misnomer in the case of institutional 
holdings. According to a survey of 
Hemphill, Noyes and Co., these almost 
invariably represent a minority percent- 
age. When this fact is coupled with the 
widely varying investment philosophies 
and policies of individual institutions. 
the opportunity for full-scale statistical 


control of a company is almost nil. 
Therefore, our initial question here 


comes to be how much control should a 
minority bloc exert in a corporation. 


The answer lies in the de“n‘tion of 





*See Noy. T&E, p. 943. 
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“control.” Any given bloc of ownership 
in a company should have an influence 
on management roughly proportionate 
to the percentage of total stock held. It 
is then management’s responsibility to 
reconcile these group interests and ob- 
jectives and to come out with a single 
eclectic combination of all. It is not 
necessary or perhaps even desirable to 
build in this influence by the mechanism 
of cumulative voting; management must 
recognize all interests, but, in the final 
analysis, it must come up with a single 
integrated plan that all personnel can 
then support or reject. When any mi- 
nority bloc fails to make its influence 
felt in proportion to its ownership, it 
is in actuality failing its responsibility 
as an owner, and, in addition, allowing 
a disproportionate influence on the part 
of some other bloc. Therefore, it would 
seem not only appropriate but necessary 
that institutions exercise influence com- 
mensurate with their ownership. 


Actually, a strong case can be made 
that institutional corporate 
affairs should be greater than percent- 
age of ownership alone might dictate. 
The nature of institutional management 
requires informed and _ intelligent per- 
sonnel able to visualize both short-run 
and long-run requirements of both the 
institution’s owners and the companies 
in which it invests. This is. in fact, one 
of the strongest arguments for the basic 
concept of the institution as a trustee 
of peoples’ funds. To the extent that 
informed professional management can 


sway in 






Administration, Dartmouth College 


transcend excessively narrow short-run 
interests, while at the same time sup- 
porting a “spirit of enterprise,” any in- 
ordinate influence on company manage- 
ment would appear to the good. 


But perhaps we are not willing to 
countenance such disproportionate in- 
fluence and wish only to have each 
bloc represented in due _ proportion. 
Have the institutions been able even 
within this framework to fulfill their 
responsibilities? The answer here is 
troubling. 


Public Influences Voting Stand 


Most institutions today are seriously 
disturbed by recurring attacks on their 
relationships to the 
which they are partners. In particular. 
the insurance companies and open-end 
investment trusts are extremely aware 
of public reaction to their policies and 
have often leaned over backward to pre- 
vent any accusation of “excessive” influ- 


corporations in 


ence. 


This is a dangerous trend. If they 
fear such attacks (and this assumption 
seems warranted), the tendency would 
be to pull away from any potentially 
controversial exercise of responsibility. 
The fact that the attack may be wholly 
unwarranted does not mitigate their dis- 
quiet for the aitendant publicity in these 
cases can be damaging to public rela- 
tions even if final vindication is the end 
result. Politically, it is tempting to make 
the institution a “whipping boy” whether 
deserved or not. Increasingly, therefore. 
the result of such practices is the still- 
ing of an important voice in American 
business management. 


The recent proxy contest arena is an 
important case in point. Today’s con- 
test typically fundamental 
policy considerations as a corollary to 
the actual batile for control. Share- 
holder groups are in effect asked for a 
vote of confidence in the policies advo- 
cated by the contending parties. In the 
process of persuading the stockholder. 
both management and the insurgent ele- 
ments indulge in a wide range of pub- 
licity devices. Often the position taken 
by a stockholder group can sizably in- 


involves 
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fluence the voting, and these views will 
probably be given wide publicity by 
the party they favor. 

Because of these factors, the position 
of the institution in a proxy contest 
has become increasingly difficult. If it 
takes a stand publicly, it can expect to 
have this stand acclaimed by one side 
and widely denounced by the other. The 
sheer process alone of voting can lead 
to large-scale publicity and, as a result, 
many institutions are becoming increas- 
ingly chary of taking any stand, as 
demonstrated by the fact that in several 
recent cases some institutional holdings 
were not voted. This automatically re- 
sults in some other stockholder segment 
exercising inordinate influence in the 
contest, which appears injudicious ir- 
respective of who this other segment 
might be. 

There is perhaps no single set of 
policy issues of more importance than 
proxy contest. Yet 
the institutional holder, which ought to 
be in one of the best positions to break 
through the smoke screen of the contest 
and to allow a forthright accounting of 
its stand, appears today less and less 
able to take the chance of publicly as- 
suming such responsibility. 


those raised in a 


It follows, therefore, that in the pro- 
“safe rather than sorry,” 
institutions may be forced into 
shirking one of their most fundamental 
responsibilities. And, in light of ever- 
present outside pressures, it is not real- 


cess of being 
some 


istic to ask individual institutions to 
stand up to these responsibilities alone. 
Management and the business com- 


munity as a whole must be ready and 
willing to meet unwarranted criticism 
levelled at the institutions, and to speak 
frankly of their relationship to the over- 
all ownership framework. A forthright 
stand here can go a long way toward 
continued of the manage- 
ment-stockholder relationship. 


A A. A 
Not For Profit Alone 


“It seems to me that too many people 
today fail to realize the full dangers 
facing our freedoms. One danger comes 
from engaging in industry solely for the 
purpose of making a profit. There is 
nothing wrong in making profits, unless 
in so doing we forget our responsibility 
for the preservation of that opportunity 
for everyone else. We also must con- 
sider what we, and our industry, can 
contribute to government, to our economy, 
to our employees, to the protection of all 
those institutions we enjoy. 


Gov. Arthur B. Langlie of Washington 
in address to American Petroleum Institute, 
Nov. 14, 1955. 


vitalization 
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Mutual Fund Survey Reveals 
Diversification Primary Appeal 


Diversification ranks far ahead of 
other features as the greatest attraction 
of Mutual Funds for shareholders. In 
what has been described by the National 
Association of Investment Companies 
as “the most comprehensive economic 
profile of shareholders ever drawn,” it 
is disclosed that 51% of “regular ac- 
count” shareholders —those with no 
formal plans to add to their holdings— 
and 45.300 of those who are investing 
through periodic accumulation plans 
like this one feature of the mutuals best. 
And despite the fact that management 
appeared above diversification on the 
questionnaire upon which the survey 
results were based, this formerly sup- 
posed paramount attraction for the 
shareholder ranked a poor second, claim- 
ing the preference of 24.8% of the reg- 
ular accounts and 21.6% of accumula- 
tion plan holders. It may thus be queried 
whether the mutual funds are being sold 
as a substitute investment counsel ve- 
hicle for the man of moderate means as 
had been previously assumed. 


The questionnaire was sent out by the 
Association to 11,462 shareholders in 
ten different mutuals, divided between 
regular and plan accounts. Response 
was extremely high with 22% of the 
former and 28% of the latter replying 
to the more important questions. 


The primary investment objective of 
both groups of shareholders is future 
retirement income. Next in preference 
is better income on savings and a third 
is protection against inflation. Few in- 
vestors apparently are selling other 
holdings or taking money from life in- 
surance to invest in their mutuals. Sal- 
aries were used to purchase funds by 
29.5% of regular account shareholders 
and 62.8% of accumulation plan hold- 
ers; cash or savings by 26.9% of the 
former and 16.6% of the latter. 


The accumulation plan shareholder 
is naturally younger, the median age 
being 41.7 years contrasted with 54.3 
years for the outright holder. This age 
differential accounts in many respects 
for the disparity in various factors be- 
tween the two types of investors un- 
covered in the survey (see table). At 
that, it would seem that the median 
amount of bank accounts and savings 
bonds is rather low for the younger 
group and that the insurance in force 
for both types of holders is possibly in- 
sufficient taking into account the family 
income. The value of other corporate 
stockholdings of regular holders is 
worthy of full exploration if diversifica- 
tion is the primary attraction of the 
mutuals, since a third of these investors 
have such outside holdings ranging in 
amount from five to twenty-five thou- 
sand dollars and the median holding 
for all regular account holders is $12,- 
940. 


Composite Picture of Mutual Fund 


Shareholder 
Regular Accumulation 
Account Plan 
Holder Holder 
Median Median 
Age 54.3 41.7 
Family Income in 
1954 $ 6,987 $ 6,375 
Value of Mutual 
Fund Holdings $ 4,920 $ 1,750 
Funds Held 1.73 1.0 
Amount of Most 
Recent Fund 
Purchase $ 1,055 $ 49* 


Other Assets 


Corporate Stocks 
Owned Direct- 
ly nee 4.8 1.3 
Value of Corpo- 
rate Stock 


Holdings $12,940 $ 1,817 
Bank Accounts 

and Savings 

Bonds $ 3,612 $ 1,825 
Life Insurance 

in Force $ 9,235 $12,375 


*Amount being invested regularly in plan. 
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Tangible evidence of the optimism 
with which top management views the 
future are the substantial sums budgeted 
for expansion of industrial facilities. The 
integrated oil companies, Standard of 
N. J., Texas, and Gulf, are all maintain- 
ing or increasing their rate of capital 
expenditures to meet expanded domestic 
needs and to serve foreign markets. 


The smaller industrial and utility com- 
panies, whose spokesmen talked of fu- 
ture plans to security analyst groups, 
were uniformly sanguine about near- 
term prospects. 


A well marked trend in reporting to 
professional investor groups is the in- 
creasing willingness of company spokes- 
men to make specific predictions regard- 
ing sales and earnings for the year ahead 
and in many cases for a longer term. 





CINCINNATI GAS & ELECTRIC CO. 


by WALTER C. BecKJorD, president: 
E. S. FieLps, vice president and 
general manager; and WILLIAM H. 
ZIMMER, vice president and 
treasurer 
to New York Society of Security 
Analysts, Nov. 28. 


Forecast by President Beckjord for 
per share earnings of $1.80 as against 
$1.71 in 1954, an increase to about $1.88 
a share expected in 1956. 


Plant and equipment expenditures 
estimated at $60 million for 1956 and 
1957 will require about $30 to $35 
million of new capital of which between 
$20 and $25 million are contemplated 
to be raised in 1957 through the sale 
of First Mortgage Bonds. 


EATON MANUFACTURING CO. 

by Howarp J. McGinn, president 

to Cleveland Society of Security 
Analysts, Nov. 30. 


Mr. McGinn estimated that earnings 
for 1955 would exceed 1950’s record of 
$7.11 a share and which would com- 
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pare most favorable with earnings of 
$4.78 a share reported for 1954. 


“You hear many reports of automo- 
bile parts companies diversifying into 
new lines often unrelated to normal 
operations,” stated Mr. McGinn. “Be- 
hind this is the growing trend of auto- 
mobile manufacturers to make more of 
their own parts. . . We have no inten- 
tion of minimizing the incursion of the 
parts business by our customers. . . We 
try to keep a step ahead of them by 
introducing new products and_ better 
versions of old products.” 


“Over the years, the situation has 
bobbed up periodically. The truth is that 
even though it has been a threat to our 
business as far back as I can remember, 
Eaton sales have gone ahead steadily 
to new records.” 


GULF OIL CORP. 


by S. A. SWENsRUD, chairman of board 


to New York Society of Security 
Analysts, Dec. 20. 


A comparable program of capital ex- 
penditures to that announced by spokes- 
men for Standard of N. J., and Texas 
Co. is to be adopted by Gulf, which 
ranks second in oil sales volume. “Our 
capital expenditures for plant and rela- 
ted assets in 1955 will be in the neigh- 
borhood of $280 million, about 60% 
applicable to producing operations. . . 
Indications are that 1956 outlays will 


a 29 


probably be greater than 1955. 


Gulf has proven domestic oil reserves 
of 1,350 million barrels and natural gas 
reserves of 4 trillion cu. ft. In Canada 
and Venezuela reserves total 690 million 
barrels and 4.2 trillion cu. ft. In Kuwait 
the company has a 50% interest in 
Middle Eastern oil reserves estimated at 
from 20-30 billion barrels. For the 
longer term Gulf has 13.7 million acres 
of undeveloped leases in the U. S. 





alone. It holds offshore leases of 14,000 
states and 142,000 acres 
from the Federal government. 


acres from 


Mr. Swensrud estimated earnings for 
1955 to show a “very substantial” in- 
crease over the $182.8 million or $7.16 
per share reported for 1954. 


KERN COUNTY LAND CO. 
by Joun T. Picort, chairman of board 
to San Francisco Security Analysts, 

Nov. 8. 

This unique cattle raising, farming, 
oil exploration and producing company 
now owns over 2 million acres of land 
as against the 400.000 acres conveyed 
to it in 1890 by James Ben Ali Haggin 
and Lloyd Tevis, its two founders. Mr. 
Pigott summarized the outlook: 


“It is reasonable to believe that our 
exploration in the rich oil districts of 
Louisianna and Texas will produce fav- 
orable results if continued for a num- 
ber of years. Such has been the history 
of oil exploration in the United States. 


“New major fields may be discovered 
on our California lands someday, later- 
ally or vertically. 

“We have hopes, too, for our land 
minerals program. 


“Some day cattle and agriculture will 
surely again be profitable. 


“T think we are on the road to in- 
creased income and increased capital. 


“So, you see, the management is opti- 
mistic about the future of this company. 


“But, don’t forget that I’ve always 
been bullish.” 


KOPPERS CO., INC. 
by Frep C. Foy, president 


to New York Society of Security 
Analysts, Dec. 6. 


In his extemporaneous talk and in 
reply to questions incorporated in a 
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stenotyped report, Mr. Foy corrected 
some misapprehensions as to Koppers’ 
dependence upon the steel industry and 
the sale of manufactured gas. 


$300 million sales of manufactured 
products were forecast for 1959, as 
against $151 million for 1954 and $155 
million for the first 10 months of 1955. 
Chemical sales are expected to contrib- 
ute about 70% of this total. Earnings 
of $6 a share on the then outstanding 
common stock are expected from ex- 
panded manufacturing operations. Sales 
and earnings will be augmented by en- 
gineering and construction business of 
$25 million in 1955. 


Per share earnings for 10 months of 
1955 were $4.08 compared with $2.77 
for the full year 1954. 


Plant expansion will continue through 
1959 at the annual rate of $20-$25 mil- 
lion. Long term debt and common stock 
financing are expected to contribute 
about $40 million of new funds. 


NORTHERN ILLINOIS GAS CO. 
by Marvin CHANDLER, president 
to Cleveland Society of Security 

Analysts, Dec. 20. 

The company operates the former gas 
properties of Commonwealth Edison 
and serves natural gas to more than 
half a customers outside of 
Chicago. Independent of Edison since 
March 1, the company is owned by 130,- 
000 shareholders. Chandler said 1955 
earnings should reach $1.20 a share 
and, with normal temperatures prevail- 
ing, 1956 results should equal or ex- 
ceed $1.30 a share. 


million 


Expenditures of $74 million are sched- 
uled for the next four years (1956-59) 
to bring gross additions to plant since 
the company began operations on Feb- 
ruary 1, 1954 to more than $100 million. 


STANDARD OIL CO. (N.J.) 
by M. J. RATHBONE, president 
to New York Society of Security 

{nalysts, Dec. 5. 

The spokesman for the country’s 
largest, in terms of assets, “industrial” 
expects a rising world demand for oil 
for many years to come. Requirements 
of Western Europe alone, in the next 
20 years, will entail doubling the Com- 
pany’s production in the Middle East. 
Oil use will increase by 1975: 200% in 
Latin America; 150% in Canada; 60% 
in the United States. 


S1.2 billion of new capital expendi- 
tures planned for 1956 will be provided 


January 1956 


by retained earnings and depreciation 
reserves. 


In commenting upon changes in 
sources of energy following develop- 
ment of atomic power, Mr. Rathbone 
sees no threat to Jersey: “The atom will 
probably take some time to work itself 
into the world’s energy pattern; we 
expect that by 1975 its contribution to 
domestic energy needs may add up to 
about 2°% of the total.” 


STEWART-WARNER CORP. 
by BENNETT ARCHAMBAULT, president 


to New York Society of Security 
Analysts, Dec. 1. 


Only 15 to 20% of 1955 sales vol- 
ume comprised automotive original 
equipment in a year of record automo- 
bile production. The replacement mar- 
ket accounted for about 2% of sales. 
The company has nine separate opera- 
ting divisions, in most cases with sev- 
eral product lines. No major product 
line accounts for us much as 20% of 
Stewart-Warner’s total sales volume. 


Mr. Archambault evaluated future 
prospects: “We are in a position—and 
in a mood—to expand. We serve some 
of the most dynamic and rapidly-grow- 
ing markets in America: automotive. 
materials handling, home and_ office 
appliances and furnishings, electronics. 
aviation, domestic heating and central 
air conditioning; and we occupy posi- 
tions in these markets which invite our 
further participation increased 
emphasis in the development of new 
products. Our financial situation will 


support a program of expansion and 
growth. As of September 30th, net work- 
ing capital was $20 million with over 
$20 million cash and U. S. governments. 
We have no bank indebtedness, bonds 
or preferred stock.” 


TEXAS COMPANY 
by Aucustus C. Lonc, president 


to New York Society of Security 


Analysts, Dec. 13. 


From depreciation reserves and re- 
tained earnings, Texas expects to make 
capital expenditures of $1.5 billion dur- 
ing the next five years, about the same 
annual average as the $295 million in- 
vested in property, plant, and equip- 
ment during 1955. 

The company has a notable reserve 
position with domestic reserves of 2.1 
billion barrels and total reserves of 14 
billion. Daily production figures are 
400,000 barrels domestic production 
and 923,000 barrels overall, including 
its share in production of foreign affili- 
ates. “The demand for petroleum prod- 
ucts will continue to increase. Develop- 
ment of atomic power will be accepted 
as a welcome addition to the total avail- 
able energy supplies.” 

Although the Company’s reserve posi- 
tion improved during 1955, Mr. Long 
continued “Not only is oil more difficult 
to find, but wells must be drilled deeper 
and the cost of drilling has greatly 
increased since World War II.” In an- 
swer to a question, he did not expect 
any general increase in the level of 
crude oil prices, and had no comment 
on prospects for a stock split. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 














Calendar of Trust Events 

Feb. 6-8—Mid-Winter Trust Conference, 
American Bankers Association, Wal- 
dorf, N. Y. 

Apr. 6—Trust Conference, Pennsylvania 
Bankers Association, Harrisburg 

Apr. 23-24—Indiana Bankers Trust Con- 
ference, Evansville 

Apr. 26—Illinois Bankers Association, 
Trust Division, Danville 

May 6-8 — Connecticut Bankers Short 
Trust Course, Storrs 

May 17-19—American Safe Deposit As- 
sociation National Convention, Hart- 
ford, Conn. 
May 21-23—Mississippi Bankers Asso- 
ciation, Trust Division, Buena Vista 
June 3-16—School of Banking of the 
South, Louisiana State U., Baton 
Rouge 

June 4-9—New York State Bankers Trust 
New Business School, Vanderbilt Law 
School, N.Y.U., New York 

June 4-8—American Institute of Bank- 
ing, Dallas 

June 11-23—Graduate School of Banking, 
Rutgers U., New Brunswick, N. J. 

June 30-July 3—WMillion Dollar Round 
Table, Cruise to Bermuda (Kungs- 
holm) 


July 8-18—Carolina Bankers Conference, 
Chapel Hill, N. C. 

July 16-28—School of Financial Public 
Relations, Northwestern U., Chicago 
July 19-21—West Virginia Bankers Asso- 

ciation, White Sulphur Springs 
July 22-Aug. 4—NABAC School for Bank 
Auditors and Comptrollers, Chicago 


Aug. 19-Sept. 1—School of Banking, U. 
of Wisconsin, Madison 


Aug. 20-31 — Pacific Coast Banking 
School, U. of Washington, Seattle 


Aug. 23-24 — ABA Western Regional 
Trust Conference, Salt Lake City 


Aug. 27-30—American Bar Association, 
Dallas 


Sept. 17-20 — National Association of 
Bank Auditors & Comptrollers, Wash- 
ington, D. C. 

Sept. 17-21 — National Association of 
Bank Women, Minneapolis 


Oct. 7-11 — Financial Public Relations 
Association, Dallas 


Oct. 21-24—American Bankers Associa- 
tion Annual Convention, Los Angeles 


Nov. 15-16—ABA Mid-Continent Trust 
Conference, Chicago 


& a & 


Manufacturers Trust 
To Assist Colleges 


Concerning this year, Manufacturers 
Trust Co., New York, will match em- 
ployee alumni contributions to colleges 
and universities up to an annual limit of 
$1000.00 for each eligible employee. 
Funds contributed by the company will 
be for current operations and unre- 
stricted. 


Personal contributions of employees are 
eligible under the program if made be- 
tween January 1 and December 15 of any 
year, and if they are in cash or in 
securities having a quoted market value. 

Colleges and universities qualify if 
they are four-year, degree granting in- 
stitutions accredited by appropriate 
regional or professional accrediting as- 
sociations and are located within the 
United States or its possessions. 





That Really SELLS 
VISIT 





If Yowre Looking for Trust Advertising 


KENNEDY 
SINCLAIRE’S 


Display Booth at the 
MID-WINTER TRUST CONFERENCE 


. Coffee... 


KENNEDY SINCLAIRE, INC. 


140 CEDAR STREET 
NEW YORK 6, N. Y. 








American Bar Association 
Trust Section Names 
Committee Chairmen 

‘The following Committee Chairmen 

have been named by the American Bar 


Association’s Section of Real Property, 
Probate and Trust Law: 


Advisory Committee and Extension of 
Section Activities — Edward C. King, 
Boulder, Colo. 


To Cooperate with National Conference 
of Commissioners on Uniform State Laws 
— Harold L. Reeve, Chicago 


Liaison — Carl F. Schipper, Jr., Boston 

Membership — Dean King 

Rules Against Perpetuities — Charles 
Looker, New York 

Relative Priority of Government and 
Private Liens — Mr. Reeve 

Acceptable Titles To Real Property — 
Charles F. Grimes, Chicago 


Current Literature Relating To Real 
Property Law — Ralph Norvell, Jr., 
Waco 


Improvement of Conveyancing and Re- 
cording Practices — John C. Payne, Uni- 
versity, Ala. 


Planning and Developing Metropolitan 
Communities—Allison Dunham, Chicago 





Significant Decisions On Real Property 
Law — Ray L. Potter, Detroit 


State and Federal Legislation A ffect- 
ing Real Property — Boyd Ewing, 
Nevada, Mo. 


Fees and Commissions In Probate Pro- 
ceedings — Vincent Cullinan, San Fran- 
cisco. 


Improvement of Probate Procedures — 
Christian M. Lauritzen II, Chicago 


Simplification of Security Transfers by 
Fiduciaries — A. F. Conard, Ann Arbor, 
Mich. 


Accountability of Trustees of Char- 
itable Trusts — Harold J. Clark, Chicago 

Changing Concepts of Trust Invest- 
ments — Harrison F. Durand, New York 

Pension and Profit-Sharing Trusts — 
Gordon T. Wallis, New York 


Management of Infants’ and Incom- 
petents’ Property — James O. Wynn, 
New York 


Significant Trust and Probate Decisions 
— Paul E. Iverson, Los Angeles 


State and Federal Taxation — Byron 
Bronston, Chicago 


Draftsmanship: Wills and Trusts — 
William J. Bowe, Nashville 


State Legislation Affecting Trusts and 
Estates — P. Philip Lacovara, New Yor 


Trust and Probate Literature — W. F. 
Schulz, Jr., Pittsburgh 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


Aesop Glim’s discerning and well re- 
garded column in the November 25th 
issue of Printers’ Ink speaks of “Two 
new highs,” one of which is the United 
States Trust Co., New York, advertise- 
ment on “Hindsight” (see the reproduc- 


Everyone has 20/20 
| HINDSIGHT 
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tion here). The column says, in part, 


“Aesop Glim bows low to the perpetra- 
. To 
be successful an advertisement must get 
itself seen and read and believed. To 
get itself seen, it must have arresting 
power. The arresting power of an ad- 
vertisement is the ability of the head- 
line, the layout and the main illustra- 


tors of the two advertisements. 


tion—working as a team—to force a 
reading of the first paragraph by those 
who are prospects for the goods and 
services advertised. 

“For the Hindsight advertisement, 
\esop Glim bows low to the United 
“tates Trust Company of New York; to 
ihe Merrill Anderson Company, Inc.; 
\o Karl Bergendahl for the art direction. 
\le understands that the copy is the 
result of cooperative effort by several 
people in both the agency and the client 
organizations. . 


“In the United States Trust advertise- 
ment, layout and headline are probably 
carrying 80% of the load; the support- 
ing illustration is carrying 20%... A 
lurther item of interest to Aesop Glim 
is the fact that the headline is a pun: 
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hindsight has been substituted for 
vision. The substitution of hindsight for 
vision helps to establish a common 
meeting ground with our prospects—to 
initiate the process of leading the pros- 
pects from what they know to what they 
may not know,” the story concludes. 

“T have absolutely refused to qualify 
as executor” wrote George Washington 
in a letter quoted by Puget Sound Na- 
tional Bank, Tacoma, in a recent adver- 
tisement. The more extended quotation 
reads: “What with my own business, 
my present ward’s, my mother’s, which 
is wholly in my hands, Colonel Col- 
ville’s, Mrs. Savage’s, Colonel Fairfax’s 
and the little assistance I have under- 
taken to give in the management of my 
brother Augustine’s concerns (for I 
have absolutely refused to qualify as 
an executor) | have been kept constant- 
ly engaged in writing letters, settling 
accounts, and negotiating one piece of 
business or another, by which means I 
have really been deprived of every kind 
of enjoyment.” In short paragraphs the 
ad underlines Washington’s predica- 
ment, points out that “Today trust de- 
partments of banks provide a service 
to relieve the burdens of this kind of 
responsibility,” and recommends _ to 
those who have not made a will that 
they see their attorney. 

Can your estate plan pass its physi- 
cal?” asks a current ad from Boston 
Safe Deposit & Trust Co., which com- 
pares the regular physical check-up by 
one’s doctor to an equally important 


Is your Will obsolete? 


Our 
Estate 
Anatesis, and 


Will Review can 
» help you and your 
attorney keep vour Will 
up to date. without obligation: 


THe Hasover Bank 
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Illustration in ad of Puget Sound National 
Bank of Tacoma. 


and regular check on one’s estate plan. 
Brief paragraphs discuss Tax Over- 
weight, Diagnostic Difficulties (such as 
joint ownership or “cash anemia”), 
Family Complications, and High Income 
Tax Pressure. 


Booklets 


A page of “Suggestions” in the cur- 
rent issue of the Crown Trust (Toronto) 
Digest points out that no one ever buys 
“worthless securities” — they 
worthless “while they 


become 
are owned by 
someone who, for some reason, is un- 
able to give adequate supervisory at- 
tention to them.” The issue contains a 
page on the gift tax, one covering “Eight 
Important Advantages” of modern trust 
company service, and a longer article 
on “Life Insurance and Your Estate.” 
Taken together with a fair supply of 
philosophical and humorous paragraphs, 
the issue attains a nice balance which 
we suspect leads to a high degree of 
readership. 





OLDEST WILL REPRODUCED .. . Window display at The Hanover Bank’s Rockefeller 

Center office featured clay model of oldest known will (Prince Ne-kau-Re’s, written about 

2485 B.C.). Translation is on table alongside clay tablet. Exhibit will appear at other 
Hanover branches during 1956. 
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BANK WOMEN 
VIEW TRUST DEVELOPMENT 


Ri FORUMS WERE PRESENTED BEFORE 
the general assembly of the National 
Association of Bank Women at its con- 
vention held at the Westward-Ho Hotel, 
Phoenix, Arizona, in October. Mod- 
erator of the “Trusts—Business Devel- 
opment” forum was Miss Regina Tim- 
mer, trust officer of the Marine National 
Exchange Bank, Milwaukee. Miss E. 
Louise Davidson, trust officer, Farmers 
Bank of the State of Delaware, Dover, 
spoke on “Employees can be Salesmen.” 
Miss Jane Ashby, assistant trust officer, 
The United States National Bank of 
Denver, discussed “Programs for 
Women.” Miss Emma C. Reitmeier, 
vice president and trust officer, First 
National Bank in Spokane, presented 
“Effective Advertising,” and Miss Lou- 
ise J. McGovern, assistant trust officer, 
Wells Fargo Bank, San Francisco, spoke 
on “Cooperation with Estate Planners.” 


The tremendous growth of potential 
trust business is shown by federal es- 
tate returns filed for estates over $60,- 
000, and the increase in life insurance 
sales, home owners and _ stock share- 
holders, Miss Davidson told the women. 
Advertising, direct mail, forums and 
fulltime new business people can be 
used to reach this vast potential, but the 
least expensive means is through the 
bank’s existing personnel. The members 
of other departments. therefore, should 
know what the trust services are, why 
the customer needs them and what they 
do for him, and how the trust depart- 
ment can add to the bank’s earnings. 


It is important for the banking off- 
cers to know what trust questions he 
may answer, how far to go in selling 
trust services, and at what point to in- 
troduce the trust officer. Often a ques- 


tion such as “Have you reviewed your 
will lately?” or “Do you know the ad- 
vantages of an insurance trust?” will 
arouse the customer to ask questions 
of his own, and conversations outside 
the bank, which often touch upon taxes, 
wills, insurance and trusts, can pave 
the way between the customer and the 
trust officer. What applies to the com- 
mercial officers here is likewise applic- 
able to the senior bank officers and the 
directors. 


A training program can be set up in 
the form of a series of round table 
discussions, each explaining a trust ser- 
vice and each led by the trustman or 
woman responsible for that field. This 
may be supplemented with trust adver- 
tising sent to the homes of the bank 
personnel, help given to the banking 
officers in planning their own estates. 
and a system enabling the trust depart- 
ment to give credit for a new account 
to the officer or employee who initiates 
the business. New business cooperation 
should be a two way street, and if the 
fee schedule is realistic, this will mean 
not only greater volume, but a profitable 
trust department. 


Programs for Women 


Too many women think of a corpo- 
rate trustee as a cold, impersonal build- 
ing, and do not know that trusteeship 
is a specialized profession requiring 
knowledge, experience and judgment, 
Miss Ashby asserted in her address. 
One answer to this situation, she said, 
is planned programs of which the most 
popular is the Women’s Finance Forum, 
and this should be kept strictly for 
women in order to get best results. A 
mixed audience of husbands and wives 


might be all right for a follow-up. 
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The way to plan and carry out a 
forum successfully was discussed by the 
speaker, who said that men’s organiza- 
tions should be reached with publicity 
as well as women’s, because the men 
are interested in having their wives 
attend. Officers of women’s organiza- 
tions, and women who have attended 
previous forums are great boosters, and 


~can help with the planning, including 


the seleciion of topics. A coffee hour 
at the forum offers a wonderful oppor- 
tunity for bank officers to meet the 
ladies, the speaker said, and as many 
officers as possible should attend. 


As a means of forum follow-up, Miss 
Ashby suggested a calling program 
based on the attendance list. “The 
women are flattered to be asked for 
comments and opinions on the forum. 
In the course of conversation, you can 
usually learn whether there is a good 
new business possibility.” The primary 
purpose of the forum itself is educa- 
tional, but as a by-product comes good- 
will, some new business, and a good 
list of prospects. 


A special meeting for women stock- 
holders of the bank was described by 
the speaker—this one introducing them 
to the bank’s new building. The ofh- 
cers as speakers were supplemented by 
the interior designer for the new build- 
ing. Forum and stockholder meetings 
lead to requests for bank officers as 
speakers elsewhere in the community. 
But the most important factor is the 
follow-up call. “The women like them 
. . . like to feel that you think they are 
important. Of the hundreds of calls 
made on women during the past year 
by representatives of our bank, I have 
heard of only one unfavorable recep- 
tion.” 


Effective Advertising 


A survey of more than 20 banks 
around the country showed that all be- 
lieved in trust advertising but few had 
a well-defined advertising program, Miss 
Reitmeier informed the convention. The 
larger banks, however, appeared to have 
an organized promotional effort using 
direct mail, radio and TV, monthly let- 
ters and other literature. Trust services 
rank 15th out of 17 bank services being 
advertised this year, only 200 banks 
mentioning trust service as a major 
objective compared with 2037 that are 
pushing savings-thrift accoun’s. 


The point of view of vigorous sales 
advertising and that of a more general 
informational campaign were discussed 
by the speaker, with the conclusion that 
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“an area of compromise” must be 
reached which may well include the 
bank’s monthly letter, direct mail ad- 
vertising being “the most dynamic 
form.” 

Estates between $100,000 and $500..- 
000 have increased 140% in number 
and 110% in dollar volume in the 
past 19 years, the speaker said while 
discussing the trust market, but trust 
company penetration of this market is 
found to be a mere 30%. One reason 
for this, according to Fortune Magazine 
is the use of “merchandising” rather 
than “salesmanship.” Spencer Clinton of 
The Purse Co. believes that advertising 
alone will sell trust services, but that 
advertising backed by personal calls will 
sell more trust services. 


An advertising program, the speaker 
said, “would start with newspaper ad- 
vertising and announcements, the direct 
mail monthly letters, ads in professional 
publications, radio and even . . . some 
experimenting with television.” She 
cited the cooperative endeavor in De- 
troit where several banks joined with 
the University of Michigan to present 
a series on “Your Financial Future.” 


Cooperation with Estate Planners 


Estate planning has been a function 
of lawyers for several centuries, and the 
trust idea developed when crusaders 
went off to war and wanted to provide 
for women dependents who were not 
permitted by law to own property in 
their own name, Miss McGovern stated 
in her address on this subject. There 
is no doubt that estate planning today is 
a source of new business for the trust 
department. 


The various members of the estate 
planning and their respective 
functions were described by the speaker 
who then said that cooperation with 
these groups means trustmen and women 
“should live up to the Bank Bar Treaties 
which have been entered into between 
Bar Associations and Banking Associa- 
tions.” Trust officers should give at- 
torneys the same service they give their 
customers and should be “prompt, effici- 
ent and as cooperative as we can.” 
She favored the issuance to attorneys 
of periodical brochures or bulletins on 
tax and trust decisions and said trust 
officers should be available to discuss 
problems and make suggestions when 
asked. 


team 


The trust officer often is involved in 
an interview with the customer and the 
life underwriter in which the latter 
is trying to sell additional insurance. 
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The trustman’s place here is to assist 
by explaining the need in the estate 
plan for the additional insurance if it 
is truly for the best interest of the pros- 
pect. The life underwriter should be 
tactfully informed, however, that the 
trustman will not support a sales objec- 
tive which in the client’s real 
interest. 


is not 


An Estate Planning Council is one 
of the best ways of promoting under- 
standing and cooperation between trust 
officers, life underwriters, accountants 
and attorneys, Miss McGovern said, and 
another good way is to attend the meet- 
ings of their respective organizations 
when invited and to accept speaking en- 
gagements. It is important that the 
trust officer should become so identified 
not only with Estate Planning, but like- 
wise with Estate Administration, that 
other estate planners naturally 
recommend to their clients the trust 
department services. 


A A A 
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Advertisement Reprints as 
Recruitment Aid 


As an aid to banks in recruiting new 
personnel, the American Bankers As- 
sociation is making available to its 
member banks reprints of an advertise- 
ment, “Should Your Child Be a Bank- 
er?” which the New York Life Insurance 
Co. has been running recently. The re- 
prints, in the form of an eight-page 
brochure, are being offered to banks 
free of charge through the courtesy of 
the insurance company. 


The reprint brochure is a narrative 
by Fred F. Florence. president of the 
American Bankers Association and of 
Republic National Bank of Dallas. He 
recounts his own entry into the banking 
business as a small boy, and then notes 
changes in the business since that time 
and some of the opportunities and chal- 
lenges offered to young people by the 
banking business today. 


More Common Funds 
for Pensions 


Thirty-seven existing trusts are ex- 
pected to be among the initial partici- 
pants in the Investment Trust for Em- 
ployee Benefit Plans. established by Con- 
tinental Illinois National Bank & Trust 
Co. of Chicago. These range in value of 
current assets from $20,000 to ‘just less 
than $500,000. Other existing trusts will 
follow and participation is also open to 
newly established trusts. 


The Investment Trust has two Funds: 
a Fixed Income Fund—primarily bonds 
and preferred stocks; and an Equity 
Fund—primarily common stocks. The 
trustees of each single participating 
plan may place all or a portion of their 
assets in either or both Funds in such 
proportions as they determine from 
time to time. Use of the Invéstment 
Trust is open to plans having individual 
trustees as well as to those in which the 
Continental Illinois acts as trustee. 


City National Bank & Trust Co. of 
Kansas City, Mo., has established two 
funds in, which qualifying pension, 
profit-sharing and other employee trusts 
may now pool their resources. One 
fund will be invested primarily in cor- 
porate stocks, the other in bonds, mort- 
gages and other types of fixed-income 
investments. 


Central National Bank of Cleveland 
has also joined the growing number of 
banks which have established combined 
pension investment funds. 


While there has been a recent rush 
to formation of commingled funds for 
corporate pension plans, it is not a new 
development, as some may have gath- 
ered from the item at page 1075 of the 
December issue. Favorable Treasury 
rulings on their income tax exempt 
status have received publicity lately but 
such funds have been operated for some 
years by other institutions. (See Jan. 55 


T.&E., p. 7.) 
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Report on Trusteed Funds 
ORPORATE TRUSTEES IN NEW YORK 
State held an estimated $7.5  bil- 

lion in some 2,560 employee pension 

and welfare funds at the end of last 

September. This is estimated to be 

nearly 60% of the total held in all such 

trusteed funds in the United States. So 
revealed the New York State Banking 

Department in a preliminary report en- 

titled “Pension And Other Employee 

Welfare Plans” released January 10. 

The report was derived from ques- 
tionnaires issued in 1954 for the pur- 
pose of obtaining factual information 
on which might be based possible rec- 
ommendations for the enactment of 
legislation to create standards of opera- 
tion leading to the safeguarding of the 
interests of the beneficiaries of these 
funds. The data from the questionnaires 
contained in the report, which covers 

2,198 funds as of September 1954 in 

the 78 New York banks holding such 

funds, are extensive, interesting and in 
some cases trail blazing. 


Over 97% of the assets of the funds 
surveyed are concentrated in 13 banks. 
Also, more than 40% of the pension 
funds for which New York banks act 
as_ trustee employers whose 
principal office address lies outside of 
New York State. 


The 2,198 funds show this asset dis- 
tribution as of September 30, 1954: 


involve 


Assets* 
No. (Millions) 
Pension trusts for 
which questionnaires 





were requested 1,024 $5,893 
Other pension trusts 461 57 
Deferred profit-shar- 
ing plans 588 201 
Thrift plans 26 129 
Other employee wel- 
fare plans 16 2 
Agencies (as disting- 
uished from trustee- 
ships) for plans of 
one or more of the 
foregoing types 83 204 
2,198 $6,486 


*Bonds at face amount; stock at market; 
value of insurance contracts excluded. 
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PENSION and PROFIT SHARING DIGEST 


SAMUEL N. AIN 


The 1.024 pension funds included 
above include 649 “New York” funds 
which were defined to be those funds 
whose employers employ 20 or more 
persons in New York State, and 3,656.- 


654 persons of whom 566,181 or 
15.2% work in New York State. Some 


of the tabulations in the report give 
the 1,024 funds while others 
relate only to the 649 funds covering 
“New York” plans. Relatively little in- 
formation is given on the other 1.174 
plans. 


data on 


The $6.5 billion in assets in the 2,198 
funds were distributed as listed below. 
For a broad comparison there is shown 
a distribution of $11.25 billion in as- 
sets of corporate pension and _retire- 
ment funds at the end of 1954 as re- 
ported last October by the S.E.C. The 
New York report covers trusteed funds 
New York 
State while the S.E.C. survey is based 
on a sample of all trusteed pension 
funds other than of banks. insurance 
companies and railroads, and is nation- 
wide in coverage. 


in the hands of banks in 


N35; @HAez. 
U. S. Gov. securities 17.99% 17.8% 
Corporate bonds 55.4 53.5 
Preferred stock* 3.0 3.7 
Common stock* 20.9 18.5 
Cash and other assets 2.8 6.5 


*Valued at market in N. Y. 
cost in S.E.C. survey. 


report, at 


Despite the lack of complete com- 
parability in the valuation basis there 
would appear to be general agreement 
between the two surveys as to the in- 
vestment pattern. 


If the comparison were made as of 
December 31. 1953. the valuation bases 
of both surveys would be book value: 


N.Y S.E.C. 
U. S. Gov. securities 18.8% 21.5% 
Corporate bonds 62.6 52.0 
Preferred stock 2.8 3.9 
Common stock 12.5 2.7 
Cash and other assets 3.3 6.9 


A comparison of the two investment 
distributions above points to the shift 
during 1954 primarily from corporate 
bonds to common stocks, a trend which 
no doubt continued after 1954. 


Among common stocks, the leaders 
in popularity in terms of aggregate in- 
vestment were (in millions) : 


Socony Mobil Oil Co. $50.3 


J. C. Penney & Co. 49.4 
General Electric Co. 39.6 
Int. Business Machines Co. 38.3 
Standard Oil of New Jersey 35.6 
Texas Company 35.3 
American Tel. & Tel. 33.4 


As to investment yield, the report 
gives data on the 1,024 pension funds 
showing an yield (without 
profit or losses on the sale or redemp- 
tion of securities) of 3.18% for the last 
fiscal year, generally the calendar year 
1953. The plans are shown by category 
of authorized investments. The lowest 
average yield of 2.07% for 
19 funds limited to U. S. Government 
issues; the highest of 3.49% for 627 
funds with no general restriction on 
investments. 


average 


is shown 


The report gives information on the 
methods used in valuing securities, cer- 
tain aspects of which were discussed in 
this column last month. Of the funds 

) 


holding bonds, 88% of those reporting 
a valuation basis used amortized cost. 


8°% cost, and 4% market. Of the funds 
holding common stocks, 78% of those 


reporting a valuation basis used cost, 
16% adjusted cost, 3% market, and 3% 
the lower of cost or market. 


One significant bit of information 
disclosed is the small number of union 
sponsored multi-employer plans for 
which New York banks serve as trus- 
tees. Only 22 such plans are covered by 
the survey. It will be recalled that 
abuses among plans of this type resulted 
in the legislative action which led to 
this survey and those of the Insurance 
Department. Perhaps the survey made 
last year by the latter will shed more 
light on this group of funds when the 
results are published. 
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PA iN Latah Pact 


The estimate that New York banks 
have 60% of assets held nationally in 
all trusteed pension and deferred profit- 
sharing funds is based upon a compari- 
son of results projected to the end of 
1954 with results from the S.E.C. sur- 
vey. It cannot be taken too literally, 
since there are a number of differences 
between the two studies. The New York 
figure involves common stocks at mar- 
ket value while the S.E.C. used cost. The 
S.E.C. survey was said to include 
“profit-sharing plans with retirement 
provisions,’ but that title is not very 
definitive and that survey is believed 
to include only a small part of all de- 
ferred profit-sharing plans. The New 
York report, on the other hand, in- 
cluded all deferred profit-sharing plans 
held by New York banks. Also, the 
S.E.C. study did not include banks, in- 
surance 
sponsored 


union 
multi-employer funds or 
savings funds, all of which came within 
the area of coverage of the New York 
study. It is more likely that as a per- 
centage of the national total the assets 
held by New York banks come closer 
to 50% than 60%. 


companies, railroads, 


The material alluded to above gives 
only a bare indication of the wealth of 
data contained in the report. Students 
of the pension field would welcome the 
appearance of such a survey periodi- 
cally. 


Increasing Delay in Revenue 
Rulings 


F YOU WERE TO FILE TODAY IN YOUR 
local office on a new pension or 
profit sharing plan, when could you 
reasonably expect the ruling? Two 
months, seven months, or 


wouldn't it matter? 


a year; or 


The growth of pension and _profit- 
sharing plans has been greatly influ- 
enced by the administration and cooper- 
ation of Pension and Exempt Organiza- 
tions personnel of the national and dis- 
trict offices of the Internal Revenue Ser- 
vice. A sympathetic approach and an 
understanding of the need for speedy 
action on rulings and its implementa- 
tion are essential for continued growth 
in the field. For this reason we are vital- 
ly concerned with the attitude of the 
Service towards its pension agents, par- 
ticularly where its indifference to their 
problems. a belittling of their efforts 
and the elimination of incentives have 
been forcing out increasing numbers of 
experienced personnel, leaving the re- 
mainder with littke more than a sense 
of frustration. Perhaps to this frustra- 
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tion there is added a little bitterness at 
the manifest lack of appreciation of 
their problems by trustees, insurance 
companies, consultants and _practition- 
ers. 


In May 1955, it was reported in this 
column that certain changes were de- 
veloping within the Internal Revenue 
Service which would seriously affect its 
work in the pension and profit-sharing 
field. Reference was made to downgrad- 
ing and the transfer of special pension 
agents to other types of work. Fear was 
expressed that such developments would 
result in a return to the chaotic condi- 
tions that prevailed twelve years ago. 


The attention of then Commissioner 
of Internal Revenue T. Coleman An- 
drews was directed to this situation by 
a copy of a circular issued to the mem- 
bers of the American Pension Confer- 
ence criticizing the 
handling of pension trust cases. In a 
letter to Mr. Frederick P. Sloat, Secre- 
tary of the American Pension Confer- 
ence. dated June 6, 1955, Mr. Andrews 
answered (in part): 


Service for its 


“The Civil Service Commission has 
not devalued the positions, nor has 
the Internal Revenue Service initiated 
any policy or program which would 
either reduce the grade of the posi- 


tion or eliminate positions devoted 
exclusively to the Pension Trust 
activity. 


“Pension Trust agents will continue 
to devote their full time to Pension 
Trust functions whenever the volume 
of work permits the full utilization of 
the employees’ time in such function. 
Obviously, if the Pension Trust activ- 
ity does not occupy the full time of 
an agent, as is frequently the case in 
some of the smaller Districts. he 
will be required to devote the balance 
of his time to other activities. 


“It is true that agents promoted or 
transferred into Pension Trust work, 
or into any of the other specialized 
fields, do lack experience. Such a con- 
dition is normal to any enterprise or 
activity. The Internal Revenue Ser- 
vice, however, compensates for such 
lack of experience by providing ade- 
quate education and training prior to 
reassignments. 


“Contrary to the point of view ex- 
pressed in the circular, the Internal 
Revenue Service is making every 
effort to improve and expand its ser- 
vices.” 


To what extent has there been an 
improvement and expansion of pension 
trust services? All indications point to 
further deterioration. Several offices 
which customarily issued rulings on 
new plans or amendments within two 


months of the date of filing. now re- 
port backlogs of six months with every 
expectation of a worsening situation. 
Reports continue to arrive from differ- 
ent Internal Revenue districts in which 
pension agents have: 


a) resigned or are currently con- 
templating resignation as a result 
of such policies. 

b) requested transfer to other work 
in order to maintain their grades 
which would have been reduced 
had they continued as_ pension 
agents. 


c) been maintained at lower grades 
merely because they continued to 
work on pensions and profit-shar- 
ing plans. 


The national office has also felt the 
effect of this new attitude. In a period 
during which the number of rulings 
on new plans increased from 1,000 to 
over 4,000 a year, the technical staff 


has been reduced by about 40% to a 
total of 18! 


401(b) of the Code allows 
two and one-half months from the end 
of the taxable year in which a plan was 
put into effect during which it may 
be amended to eliminate any discrimin- 
ation and made effective for all pur- 
poses as of the effective date of the 
plan. The plan will then be considered 
as non-discriminatory from the effec- 
tive date. This helpful provision has 
little meaning if the Service will not 
act on the plan before the end of the 
two and one-half month period after 
the taxable year. 


Section 


Of course, there is no legal require- 
ment that rulings be given on prospec- 
tive transactions. Perhaps if the back- 
log became too large, the Commission 
er would refuse to give advance rulings 
on 401(a) plans. This, of course, would 
have a very destructive effect on the de- 
velopment of private pension plans in 
the United States. 


Every three months a report is trans- 
mitted from each office to Washington 
with the number of different kinds of 
rulings issued during the period and 
the inventory of requests as of the end 
of that period. The last report for which 
information has been made public, June 
30, 1955, inditated that during the pre- 
ceding 12 months 8,763 rulings were 
issued, 3,582 for initial qualifications 
and 5,181 for all others (terminations, 
curtailments, amendments and _ invest- 
ments). As of that date there was an 
inventory of 3.260 applications or a 
four and one-half month backlog. 


(Continued on page 79) 
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Joun A. HAND c: F; ZUKOSKI, jr. A. J. BowRON, JR. 
Birmingham Birmingham Birmingham 


LLoyp L. AUSTIN 
Los Angeles 





ALABAMA 
Birmingham General John C. Persons re-elected Ft. Myers 
FIRST chairman of the board and chief ex- First 
NATIONAL BANK ecutive officer; John A. Hand pro- NATIONAL BANK 
moted to president succeeding Mr. Per- 
sons. Charles F. Zukoski, Jr., advanced from senior vice nah, Georgia. 


president and trust officer to executive vice president and 


: : Miami 
trust officer; Arthur J. Bowron, Jr., from vice president to . Stans 
ee aad : 
executive vice president Toner Ge. 





C. W. SUDDERTH FRANK MILLER WILLIAM §S. DILLON EpwIn C. KING 
Atlanta Atlanta Chicago Chicago 



























L. W. MCRAE Wo. L. PULLAM 
Fort Myers, Fla. Miami 


TRUST PERSONNEL CHANGES 


FLORIDA 


L. W. McRae named vice president and 
trust officer, formerly having been 
senior vice president of CITIZENS & 
SOUTHERN NATIONAL BANK, Savan- 


William L. Pulilam promoted to trust 
officer. He is currently first vice presi- 
dent, Miami Chapter, A.I.B., and 


ARIZONA chairman of the Business Develop- 
‘ : ment Committee of the Trust Division, Florida Bankers Asso- 
Phoenix Among 27 major personnel promo- sittin 
VALLEY tions were: Kenneth I. Todd to trust ‘ 
NATIONAL BANK officer and G. E. Wright and John J. 
McCarthy to asst. trust officers. GEORGIA 
CALIFORNIA . Atlanta Clarence Sudderth and Frank Miller 
CITIZENS & SOUTH- advanced to vice president and trust 

Los Angeles G. H. B. Kane elected trust officer at ERN NATL. BANK officer; William B. Stark, Richard 
CALIFORNIA the head office. Kane practiced law in Carney, King Cleveland and Frank 
BANK New York before joining bank in 1951. Block, to trust officer; George Harris, John A. Hook and W. 

Los Angeles Lloyd L. Austin succeeds James E. Ray Walker named asst. trust officer; and James P. McLain, 
SECURITY-FIRST Shelton as president, the latter having Jr., retired as asst. trust officer to join the law firm of 
NATIONAL BANK been elevated to chairman of the Phillips, Johnson & Williams. 

board. George M. Wallace, present Sudderth is a graduate of Emory U. and the Graduate 

chairman of the board, will remain as chairman of the man- School of Banking, Rutgers U., and joined C&S in 1933. 

aging committee. Chester A. Rude, chairman of the executive Miller, a graduate of Georgia Tech and the G.S.B., has been 

committee, also named vice chairman of the board. with C&S since 1949. 

San Francisco Kenneth C. Pfarrer and A. F. Crocket Atlanta Harvey Livingston joined the bank 
CROCKER FIRST promoted to trust officer; and Worth FIRST as trust representative, heretofore 
NATIONAL BANK T. Poole named asst. trust officer, NATIONAL BANK having been in the insurance busi- 

trust new business department. ness since 1942. 
COLORADO 
ILLINOIS 

Fort Collins Carl H. Seeliger joined the bank as 
PouDRE VALLEY asst. trust officer. Admitted to the Chicago William S. Dill » and Edwin C. King 
NATIONAL BANK Colorado Bar this past fall, Seeliger AMERICAN NATL. advanced from asst. trust officer to 

also has a B.A. in Economics. BANK & TRUST Co. asst. vice president; William B. Calla- 
han appointed asst. trust officer. 
CONNECTICUT Dillon, a graduate of Loyola U., has been with the personal 

New Haven C. Bronson Weed resigned as trust trust division since 1950, prior to which he was in private 
UNION & NEW officer of NEW HAVEN BANK, N.B.A., practice of law. King is a graduate of Oregon State College 
HAVEN TRUST Co. to become a member of the investment and the Chicago Kent College of Law, and joined American 

division of the trust department of in 1953 with a background of over 16 years experience in 

Union & New Haven. ; trust administration. 





ROBERT F. KING R. H. LONG 
Chicago Chicago 
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W. R. RINGENBERG HEDGES MACDONALD 
Chicago Chicago Chicago 
Chicago Largely responsible for guiding and 


City NATIONAL 
BANK & TRUST Co. 


building the bank from the day of its 
organization in 1932, Philip R. Clarke 
retired as chairman of the board. 


Victor L. Bedingfield and Ray F. 
Myers promoted from assistant secre- 
tary to trust officer. 


Chicago 
CONTINENTAL 
ILLINOIS NATL. 
BANK & TRusT Co. 


Chicago 
HARRIS TRUST & 
SAVINGS BANK 


Robert F. King and Robert H. Long, 
formerly assistant secretaries in the 
trust department, now asst. vice presi- 


dents. 
Chicago Promoted to vice president in the trust 
NORTHERN department: Wade R. Ringenberg and 
TRUST Co. Hedges Macdonald (personal trust) ; 


Thomas H. Jolls (corporate trust) ; 
Paul A. Dice (industrial division). Also in the trust depart- 
ment: promoted to second vice president were Kenneth F. 
Hoffmaster (pension division) ; Benjamin C. Korschot (trust 
investment); and to assistant secretary, James R. Ware, 
Robert F. Reusche, Richard E. Keeman and Van R. Gathany. 


MASSACHUSETTS 
Boston Promotions and appointments in the 
NEW ENGLAND trust department :— to vice president: 
TRUST Co. Richard P. Barnard and C. Russell 


Eddy; to asst. vice president: Ebbe 
S. Ebbeson, Richard L, Frothingham, Irvin McD. Garfield, 
Jr., and Alfred E. Row; to trust officer: Norman C. Hoff- 
man, Dana V. Humphrey and Henry N. Smith; to asst. trust 
officer: Richard A. Cousins, Alexander G. Bell, Jr., William 
J. Robinson, Margaret R. Busby, and Ralph H. Marks, Jr.; 
to asst. treasurer: David M. Wales and Kelton W. Rockwood. 


Francis H. Brooks and John A. Per- 
kins elected trust officer; Edmund G. 
Sullivan, Jr., asst. trust officer; and 


Boston 
SECOND BANK- 
STATE STREET 


TRusT Co. David S. Guild, asst. trust invest- 
ment officer. 
Springfield Edward Kronvall elected chairman 


of the board in addition to his pres- 
ent title of president. Chester J. 
Chambers, senior vice president in 
charge of the trust department, elected a director. 


Waltham 
NEWTON-WALTHAM 
BANK & Trust Co. 


SPRINGFIELD SAFE 
DeEposIT & TRUST Co. 


John J. White advanced to vice 
president; John B. G. Palen named 
trust officer; Alice M. Slattery and 
Polly Wood asst. trust officers. 





LESLIE G. MCDOUALL 
Newark 


Horp W. HARDIN 
St. Louis 


J. H. KEMPER, JR. 
Kansas City 
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Pau. A. DICE E. B. GALLOWAY 


L. R. THOMAS, JR. 


Chicago Worcester Detroit 
Worcester Lester R. Thomas, Jr., promoted to 
WORCESTER trust officer. 


County TRusT Co. 


MICHIGAN 
Detroit Edgar B. Galloway advanced to vice 
NATIONAL BANK president and asst. trust officer; 
OF DETROIT Frank Langstrom, Jr., Stewart E. Mc- 


Fadden and Stuart A. Reading to asst. 
vice president and asst. trust officer; Sidney Borden elected 
asst. trust officer. 


MINNESOTA 
Minneapolis Appointed assistant secretaries in the 
FIRST trust department were: Robert M. 


NATIONAL BANK Ferris, Richard A. Nordbye and 


Charles F. Glaman. 


MISSOURI 


James M. Kemper, Jr., elected to the 
presidency, and Joseph C. Williams 
and Arthur B. Eisenhower named vice 
chairmen of the board. Since 1948, 
Williams has been president and Eisenhower executive vice 
president. 


Kansas City 
COMMERCE 
TRUST Co. 


St. Louis Hord W. Hardin, partner in the law 
St. Louris UNION firm of Shepley, Kroeger, Fisse & 
TRUST Co. Shepley, elected a vice president. He 


will head the corporate trust depart- 
ment of the Trust Company with the retirement of H. J. 
Miller, vice president. Hardin received his law. degree from 
Washington U. in 1935. 


NEW JERSEY 


Jersey City 
FIRST 
NATIONAL BANK 


John K. Sullivan appointed asst. vice 
president in the corporate trust divi- 
sion; Richard E. Nichols and Theodore 
J. Adamiak, asst. trust officers. 


Newark Leslie G. McDouall was made a senior 
FIDELITY UNION vice president and remains in charge 
TRUST Co. of the trust department. 

NEW YORK 

New York John U. Grissinger newly elected vice 
BANK OF president in the trust department, 
NEW YORK John F. Newman (trust operations) 


promoted to asst. vice president. 





WILLIAM F. LACKMAN 
New York 


HAMILTON C. Hoyt 
New York 


J. U. GRISSINGER 
New York 
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JOHN B. BRIDGWOOD HO.u!s B. PEASE H. CLAY DENNETT 


New York New York New York 
New York John B. Bridgwood, head of the trust 
CHASE department, advanced from senior vice 
MANHATTAN BANK president to executive vice president. 
New York Corporate trust division appointments 
City BANK were: Valfred J. Gardner, asst. trust 


FARMERS TRusST Co. officer; and John C. Claflin, William 

M. Crane and William T. Hayes, as- 

sistant secretary. At the 640 Fifth Avenue office, Leo E. 

Denlea and Frank Noyes made trust officer. Joseph J. Mc- 

Dermott named asst. trust officer, investment department, 
personal trust division. 


New York G. Edward Kattel elected executive 
GRACE vice president; Edward H. White, asst. 
NATIONAL BANK trust officer. 

New York Hamilton C. Hoyt and William F. 
GUARANTY Lackman appointed vice presidents in 
Trust Co. the trust department. Hoyt, with the 


bank since 1926, has been identified 
with the estate planning and business development activities 
of the personal trust department since 1940.°Lackman has 
been in trust administration since joining the company in 
1920, and since 1942 with the Pension trust department. 
William C. Eiseman (Fifth Avenue office) elected 2nd vice 
president in the trust department. 


Other appointments were: Arnold C. Lewis (personal 
trust), Justin A. McCarthy (corporate) and James L. Rudolph 
(personal), to asst. trust officers; Edwin B. Colwell (cus- 
tody), William H. Dickson and Regis E. Moxley (corporate), 
to assistant secretaries. 


New York Hollis B. Pease, in charge of the 
THE HANOVER bank’s common trust fund, advanced 
BANK to vice president; H. Clay Dennett, in 


estate administration, to asst. vice 
president. Appointed an asst. vice president and assistant 
secretary, respectively, in the will review and estate analysis 
section were Thomas H. Bennett and Milton Bogin. Also 
named assistant secretaries were Raymond J. Harter (secur- 
ity analysis), Peter C. Reynolds and Edward F. Taylor 
(trust administration). Victor L. Humphrey made asst. vice 
president, corporate trust. 


New York Gordon T. Wallis promoted to vice 
IRVING president. Formerly an asst. vice 
TRUST Co. president, he is in charge of the pen- 


sion and profit-sharing activity of the 
personal trust division. Wallis, an alumnus of Columbia U., 
is a graduate of the New York U. School of Law and is a 
member of the New York Bar. 


Utica 
ONEIDA NATIONAL 
BANK & TRUST Co. 


Frederick F. Grambow, appointed asst. 
vice president at Utica, recently re- 
signed as cashier and trust officer of 
BANK OF WESTBURY (L. I.) TRUST Co. 


NORTH CAROLINA 


Thomas Grant, Jr., promoted to vice 
president and senior trust officer; 
Everett C. Stevenson to vice presi- 
dent and trust officer; and Ernest 
Hunter, Jr., to asst. vice president and trust officer. 


Charlotte 
UNION 
NATIONAL BANK 
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THOMAS H. BENNETT GORDON T. WALLIS ALLEN CRAWFORD 


New York New York Dayton (see Dec., 1077) 
OHIO 
Dayton Wendell A. Hohn advanced to trust 
THIRD NATL. BANK officer. : 
& TRusT Co. 
OKLAHOMA 


Oklahoma City 
LIBERTY NATL. 
BANK & TRUST Co. 


Harvey P. Everest elected president 
to succeed Frank A. Sewell, who con- 
tinues as chairman. 


PENNSYLVANIA 


John G. Parsons, Jr., in charge of the 
bank’s common trust fund, promoted 
to vice president; also trust vice presi- 
dents are John Chatley, Jr. and John 
G. Parsons; named asst. vice presidents (trust) are Milton 
H. Carr, Frederick C. Elkins and Charles F. Gourlay. 
Samuel H. Ballam, Jr., named assistant to the president; 
Brooks Laughlin and Bruce D. Smith named trust officers; 
John C, Bell, II, assistant secretary in estate planning divi- 
sion; Myrton T. Cooper, assistant secretary, pension trust 
and profit sharing department; Alfred B. Barto appointed 
asst. trust officer. 


Philadelphia 


GIRARD TRUST CORN 
EXCHANGE BANK 


Philadelphia 
FIDELITY-PHILA- 
DELPHIA TRUST Co. 


Leslie A. Hoffman appointed vice 
president in the operations depart- 
ment, responsible for office operations 
in the personal trust, corporate trust 
and title departments. William K. Gray named asst. trust 
officer. 


York Donald S. Hoke named asst. trust of- 
DROVERS & ficer to succeed Edward R. Ihrig, 
MECHANICS elected manager of the Eastern 
NATIONAL BANK branch. 

TENNESSEE 

Chattanooga Robert A. Alston elected vice president 

HAMILTON and trust officer, having resigned that 


NATIONAL BANK title with the CITIZENS & SOUTHERN 
NATIONAL BANK where he was in 
charge of all business development for the C&S Banks. Alston 
is chairman of the committee on trusts, Georgia Bar Asso- 
ciation. 


TEXAS 
Dallas James W. Aston elected to the newly 
REPUBLIC created post of executive vice presi- 


NATIONAL BANK dent, to work closely with the presi- 
dent, Fred F. Florence. Aston joined 


Republic in 1945 as officer in charge of construction, and was 


instrumental in effecting completion of the bank’s new 

building. 

Houston Sam Bonnette and Frank S. King 
HousTON BANK elected trust officers; Walter W. 
& Trust Co. Weaver, trust auditor. Bonnette joined 


the staff in 1950 in trust accounting: 
King is a member of the Texas State Bar; Weaver has been 
head of the trust accounting department. 
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TRUST MERGERS, NEW TRUST 
POWERS and CHANGE OF NAME 


Fairbanks, Alaska — The BANK OF 
FAIRBANKS changed its name to ALASKA 
NATIONAL BANK, with trust powers. 


Dunedin, Fla.—FiIrst NATIONAL BANK 
has been granted trust powers. Carl O. 
Dunbar, who resigned as trust officer of 
COLONIAL Trust CO., Waterbury, Conn., 
has been appointed vice president and 
trust officer in charge of the new trust 
department, beginning January first. 
Dunbar previously was Judge of Probate, 
District of Thomaston, Conn. 


Newark & South Orange, N. J.—The 
HOWARD SAVINGS INSTITUTION and the 
NATIONAL & NEWARK ESSEX BANKING 
Co. have acquired the assets and lia- 
bilities of the SoUTH ORANGE TRUST Co. 


Binghamton, N. Y.—Following merger 
of the First NATIONAL BANK and the 
City NATIONAL BANK under the name 
of First City NATIONAL BANK, it is 
planned to combine the two separate 
trust departments at the First office, 2 
Chenango Street, with Stewart W. Morse, 
vice president and trust officer in charge. 


Middletown, N. Y.—Merger of the Na- 
TIONAL BANK OF MIDDLETOWN and the 
NATIONAL BANK of Pine Bush became 
effective, under the name of COUNTY NA- 
TIONAL BANK, Middletown. 


Steubenville, Ohio — The NATIONAL 
EXCHANGE BANK & TRUST Co. and PEo- 
PLES NATIONAL BANK have merged into 
the First NATIONAL BANK & TRUST Co. 
of Steubenville. C. H. Poole is president, 
Charles Long, executive vice president. 


McKeesport & Sharpsburg, Pa.—Con- 
solidation of the First NATIONAL BANK 
of McKeesport and CITIZENS DEPOSIT & 
Trust Co., Sharpsburg, became effective 
under the title of the former. 


Philadelphia, Pa.—Under the title of 
the PHILADELPHIA NATIONAL BANK, 
merger of that bank with CITIZENS Na- 
TIONAL BANK & TrusT Co., Pottstown, 
and the HATBORO NATIONAL BANK became 
effective. 


Philadelphia, Pa. — Stockholders of 
MARKET STREET NATIONAL BANK and the 
TRADESMENS BANK & TrusT Co. approved 
merger plans under the latter’s name. 





Houston, Texas—The name of SECOND 
NATIONAL BANK was changed to BANK 
or THE SOUTHWEST NATIONAL ASSOCIA- 
TION, effective January 17, 1956. The new 





NEW BUSINESS — PLANNER 


National Bank with long established 
Trust Department located on Florida’s 
west coast has opening for young man 
experienced in new business development 
and estate planning. Replies stating ex- 
perience, background and references will 
be held confidential. 


Box H-61-1, Trusts and Estates 





50 East 42nd St., New York 17 








January 1956 





Newly remodeled trust department quariers of State-Planters Bank & Trust Co., Richmond, 
Va. The trust department occupies the entire fourth floor, is carpeted throughout, has 
direct elevator service from the lobby, and a new department vault with 17-ton door. Inset 
shows the reception area. Remodeling of State-Planters’ head office was completed in 
December when the bank also observed the 90th anniversary of its charter. 





name will indicate more descriptively the 
area of the bank’s primary operations. 
The bank will continue to operate under 
its original national bank charter, now 
the oldest national charter in Houston. 


Tyler, Texas — CITIZENS NATIONAL 
BANK assumed its new name, CITIZENS 
First NATIONAL BANK of Tyler, on 
December 31st, becoming the oldest na- 
tional bank in Tyler, chartered May 9, 
1900. 


Richmond, Va.—Directors and share- 
holders of STATE-PLANTERS BANK & 
Trust Co. and the BANK OF COMMERCE 
& TRUSTS, voted to merge the two insti- 
tutions, to be known as STATE-PLANTERS 
BANK OF COMMERCE & TRUSTS. W. A. 
Roper will be chairman of the board, H. 
H. Augustine will be president and chief 
executive officer. All officers and employ- 
ees of the two banks will remain with the 
merged institution. T. J. Headlee, vice 
president of Commerce & Trusts, con- 
tinues with that title in the merged trust 
department, headed by L. B. Gunn, vice 
president and trust officer. 

Bi Be 


IN MEMORIAM 


S. WAYNE CAHOON, vice president and 
assistant trust officer of FLORIDA Na- 
TIONAL BANK, Jacksonville. 


Howarp A. LOEB, chairman of the 
board, TRADESMENS BANK & Trust Co., 
Philadelphia. 


W. L. MARKS, vice president and trust 
officer, PEOPLES SAVINGS BANK & TRUST 
Co., Wilmington, North Carolina, which 
was recently acquired by WACHOVIA 
BANK & TRusT Co. 


Roy A. UPHAM, vice president and 
trust officer of the SAFETY FUND NATION- 
AL BANK, Fitchburg, Massachusetts. 
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Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Established trust department in Flor- 
ida seeks young new business man. See 
ad H-61-1 

Southwestern bank desires young man 
experienced in pension trusts. See ad 
H-61-2 


Certified public accountant, New York, 
age 39, experienced in trust and estate 
accounting and taxation, seeks position 
in administration of personal trusts and 
estates. 61-4 

Trustman, 30, with six years experi- 
ence in administration, operations, taxes, 
investments and customer contacts, de- 
sires connection with progressive bank 
offering advancement prospects. 511-2 


Young man, 32, with twelve years 
diversified investment experience, seeks 
position as investment manager to direct 
highly defensive program and supervise 
all aspects of portfolio management. 
512-3 





PENSION TRUST MAN 


Trust Department in Southwest has open- 
ing for a young man, not over forty, who 
has had experience in the solicitation 
and/or management of pension and profit- 
sharing trusts. Some experience in corpo- 
rate trust work also desirable but not 
essential. Please send personal history and 
photo. State salary desired. 


Pox H-61-2, Trusts and Estates 
50 East 42nd St., New York 17 
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ESTATE TAX 


Proceeds of insurance policy payable 
to contingent beneficiary in event of 
spouse’s death within certain period do 
not. qualify for marital deduction. Pro- 
ceeds of certain insurance policies were 
payable in equal installments to surviv- 
ing spouse for ten years certain and 
thereafter for life. If wife died within 
ten years, proceeds were payable to 
certain named contingent beneficiaries. 
Right to income payments could not be 
commuted, alienated, assigned or anti- 
cipated by wife without written permis- 
sion of insured, which was not given. 
Commissioner disallowed in entirety 
marital deduction claimed with respect 
to insurance proceeds. 


HELD: For Commissioner. Value of 
property interest passing to surviving 
spouse was terminable. Wife had no un- 
restricted power of appointment over 
entire interest. Interest in property was 
terminable since it could pass and be 
enjoyed by person other than spouse 
for less than full consideration. Est. of 
Reilly v. Comm., 25 T.C. No. 46, Nov. 
30, 1955. 


State court’s determination of amount 
of widow’s intestate share binding on 
Federal courts. Pursuant to state law, 
decedent’s widow elected to take statu- 
tory one-third share of husband’s es- 
tate. In local court proceedings in which 
widow and two sons, who were entitled 
to receive estate, were represented, de- 
termination was made that widow’s 
share was one-third of estate unreduced 
by Federal estate taxes. State court so 
held in instant case notwithstanding Su- 
preme Court decision in that jurisdic- 
tion holding otherwise. Widow’s full one- 
third share was claimed as deduction 
on Federal estate tax return. Commis- 
sioner asserted deficiency based on dis- 
allowance of Federal taxes chargeable 
to widow’s share. 


HELD: For taxpayer. Although im- 
pact of Federal taxes was never raised 
in state court, guardian ad litem of 
sons testified in Federal proceeding that 
matter had been thoroughly discussed 
in conferences and he knew Federal es- 
tate tax would be borne by his wards. 
Even though law in jurisdiction may be 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 


Foosaner, Saiber & Schlesinger, Newark, New Jersey ‘ 


otherwise, here state court had made 
final determination. Federal courts are 
bound by property rights as determined 
by state court. There being no evidence 
of collusion, the decision of state court 
is binding, at least, in instant case, un- 
til it is reversed or overruled by appel- 
late court. Weyenberg v. United States, 
D.C.E.D. Wis., Oct. 27, 1955. 


Surviving spouse has no interest in 
children’s share of community property 
held and managed by him under express 
oral agreement. Decedent’s wife died in- 
testate. Under local community prop- 
erty law, children inherited wife’s un- 
divided one-half interest in property. 
There was no partition of community 
estate. Under an express oral agreement 
with children, surviving spouse held and 
managed their share of inherited inter- 
est. For some eight years prior to his 
death, he was engaged as partner in 
real estate business and undivided one- 
half interest of his partnership inter- 
est was held by him as trustee for chil- 
dren. Upon death, his estate was taxed 
on whole of community property. Claim 
for refund was denied by Commissioner 
and suit was instituted for refund of 
taxes. 


HELD: For taxpayer. At all times 
decedent was trustee of express trust of 
children’s interest in wife’s community 
estate. He did not acquire title by limita- 
tion to either personalty or realty in- 
herited by children. Guitar v. United 
States, D.C.N.D. Tex., Nov. 8, 1955. 


INCOME TAX 


Trustee not bona fide partner in part- 
nership where settlor retained right to 
remove and appoint trustee. Taxpayer 
created trusts for minor children and 
formed partnership with trustee and 
wife. Settlor reserved full power to re- 
move and appoint trustee. Furthermore, 
he could pledge and sell trust interests, 
direct investments, and his written ap- 
proval was required on all trust invest- 
ments. Tax Court sustained Commission- 
er’s taxing of trust income to settlor. 


HELD: For Commissioner. Settlor re- 
tained substantial enjoyment of inter- 
ests purportedly transferred. Thus, es- 
sentials of bona fide partnership were 


not present. Income from trust was prop- 
erly taxable to taxpayer. Harvey v. 
Comm., 6th Cir., Nov. 17, 1955. 


GIFT TAX 


Stock transfers to family members 
held completed gifts although subse- 
quently retransferred by donees to trust 
created by donor. Taxpayer transferred 
shares of stock to irrevocable trust cre- 
ated for benefit of wife for life, remain- 
der to his three sons. Year later he 
transferred additional shares of stock 
directly to his wife and sons. Wife and 
sons later retransferred stock to trust. 
Commissioner contended gift was not 
complete until stock was transferred to 
trust. Effect of Commissioner’s treat- 
ment, although not stated by Court, was 
to deny annual exclusions and perhaps 
marital deduction, since interests in 
trust appeared to be future interests. 


HELD: For taxpayer. Uncontradicted 
testimony showed that transfers were 
absolute. No evidence was_ presented 
showing any agreement to re-transfer 
shares. Transfers therefore were uncon- 
ditional, thus resulting in completed 
gifts. Klempner v. Comm., 14 T.C.M. 
307, Nov. 21, 1955. 


REVENUE RULINGS 


Estate Tax: Charitable contributions 
with income reserved for life includible 
in estate and charitable deduction al- 
lowed. Donor contributed to charitable 
corporation and received in exchange cer- 
tificates entitling him to receive pay- 
ments from net income, if any, from 
certain dormitory to which funds were 
applied. Each certificate provided for 
maximum return possible at time certifi- 
cate was issued. determined by age of 
donor. 


Service rules that since donation is 
one in which donor retained for life right 
to income from property, it is includible 
in estate. Charitable deduction may be 
claimed for value of gift. Rev. Rul. 55- 
275, I.R.B. 1955-19, p. 18. 


Gift Tax: Specific exemption used 
against non-taxable gift may be claimed 
with respect to gifts made in subsequent 
years. In 1943 and 1945 taxpayer effected 
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equal subdivision of community proper- 
ty, reporting such transaction for Fed- 
eral gift tax purposes. Specific exemp- 
tion of $30,000 was claimed. Subse- 
quently, Regulations which held that 
such transactions constituted taxable 
gifts were eliminated. 


Service holds that inasmuch as no 
taxable gift resulted from equal subdi- 
vision of community property, specific 
exemption remains available for subse- 
quent gifts. Rev. Rul. 55-709, I.R.B. 
1955-48, p. 23. 


Gift Tax: Gift of trust income to a 
class of beneficiaries qualifies for an- 
nual exclusions. Taxpayer created inter 
vivos trust, income from which was to 
be paid to class of beneficiaries for tax- 
payer’s life. After-born members of 
class were to share in trust income in 
same manner as if they were living at 
time of creation of trust. Trust was to 
terminate upon settlor’s death and cor- 
pus was to be distributed to those en- 
titled to share in income at that time. 


Service rules gifts of income to mem- 
bers of class living at time trust was 
created are of present interests in prop- 
erty and qualify for annual exclusion. 
Generally, exclusion is not allowable 
unless number of eventual donees is 
ascertainable or unless interest of each 
beneficiary is susceptible of valuation. 
However, allowance of exclusion must 
be determined by facts in each individ- 
ual case. If it can be shown, after due 
consideration of all future contingencies, 
that the present interest has some as- 
certainable value based upon sound 
actuarial principles, then exclusion is 
allowable to extent of minimum value of 
such interest or $3,000, whichever is 
less. Rev. Rul. 55-678, I.R.B. 1955-46, 
p.. 2. 


Estate Tax: Transfer with retained 
life estate includible in gross estate. De- 
cedent, retired Federal civil service em- 
ployee who died prior to January 1, 
1954, elected reduced annuity for himself 
and survivorship annuity for wife. 


Service rules where Federal civil ser- 
vice employee elects at time of retire- 
ment to apply voluntary contributions 
to purchase. of reduced life annuity for 
himself, and after death one-half there- 
of to his beneficiary, value of such sur- 
vivorship annuity at his death prior to 
January 1, 1954 is includible in his gross 
estate under Section 811(c)(1)(B) of 
1939 Code. Rev. Rul. 55-683, I.R.B. 1955- 
46, p. 19. 


Estate Tax: Situs of co-partnership 
interest is where partnership business is 
carried on. At time of death, decedent 
was British subject domiciled in England 
and partner in copartnership organized 
in and doing business in United States. 
The Death Tax Convention between the 
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United States and the United Kingdom 
provides that in cases where situs arti- 
cle does not specifically cover property, 
situs shall be determined, in case of 
deceased domicilary of United Kingdom, 
by law in United States. No specific rule 
is provided in treaty for partnership 
interest. 


Service rules that situs of partnership 
interest is where business is carried on 
and‘not where underlying assets of 
partnership are located. Since treaty 
does not cover situation here, situs of 
partnership follows general rule and is 
in United States. Rev. Rul. 55-701, I.R.B. 
1955-47, p. 22. 


A A A 


PENSION DIGEST 


(Continued from page 73) 

The Service apparently feels that it 
is a mistake to assign agents to deal 
with the qualification of plans under 
Section 401(a) who have extensive ex- 
perience or a good knowledge of law 
or accounting. This attitude is precisely 
the reverse of that taken in the original 
trust agents 
where only the most competent were 
selected. We, who have had continual 
contact with agents, feel that 
their careful selection has encouraged 
the orderly growth of qualified plans. 
If this growth is to continue, we need 


appoiniment of pension 


these 


sympathetic and experienced pension 
agents with adequate time and _ assist- 
ance to devote to the problems this 
dynamic field presents. 


There is hardly any need to empha- 
size the importance of a field in which 
annual contributions by employers and 
employees are at a rate in excess of $3 
billion. It should certainly be clear that 
pension and profit-sharing advance rul- 
ings are necessary to an employer in- 
stituting or amending a plan. The tim- 
ing of these rulings is equally important 
when large sums may be contributed on 
an irrevocable basis and when important 
personnel decisions are at stake. It is 
also desirable that the employer be in 
a position to communicate his plan, or 
the changes in his plan, to his employees 
at the earliest possible moment. 


Perhaps there would be greater en- 
thusiasm in some official quarters for 
giving more adequate recognition to the 
duties of pension agents if their work 
were considered as productive as the 
collection of taxes. In any event, it is 
hoped that the Commissioner and his 
advisors will awaken to the seriousness 
of the situation and 
remedial action. 
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E. LANSING Ray, editor and publisher 
of the St. Louis Globe-Democrat, left all 
of his estate in trust for his daughter- 
in-law and three grandsons, with the ex- 
ception of legacies totalling $13,000 to 
three employees and $80,000 to charity, 
the principal gift of $50,000 going to the 
Medical Department of Washington Uni- 
versity of St. Louis. In one of four codi- 
cils, the former official of the Associated 
Press directed his executors to defray all 
expenses incurred by his only son’s 
widow if she returned from London to the 
Mound City at his death. 


One-third of the residue of the estate 
is to be held in trust to pay the income 
to the daughter-in-law for life, another 
codicil providing that at her death the 
principal is to be paid to her second 
husband and her descendants as_ she 
may direct by will, with no less than 
one-third to go to a named grandson. The 
other two-thirds will be divided into three 
equal trusts for the education, mainten- 
ance and support of three grandchildren, 
they to receive all the net income after 
age 21, one-fourth of the principal at 25, 
one-third of the remainder at 30, and the 
rest at 35. The fiduciaries are given dis- 
cretion to encroach upon principal in case 
of accident, sickness, misfortune or other 
similar cause, or for adequate education 
or support of any beneficiary. 


The daughter-in-law is entitled to rent- 
free occupancy of the testator’s home, 
but in that event her trust income is to 
be charged with taxes, insurance, main- 
tenance and repairs. If she fails to live 
therein during one continuous year, (ex- 
cept for illness or other causes beyond 
her control), the trustees shall take over 
the property as an asset of the trusts. If 
the trustees determine that the financial 
requirements of all the trust beneficiar- 
ies reauire that the home and contents be 
sold, the proceeds shall be added equally 
to the four trusts. 


In still another codicil, Mr. Ray can- 
celled the detailed provisions of his will 
respecting the disposition of his stock in 
the newspaper, which he had sold shortly 
before his death. He appointed a friend 
and a cousin, both attorneys, and St. 
Louis Union Trust Co. as executors and 
trustees, directing that one-half of the 
executorial fee of 5% be allocated to the 
trust company. The estate was inven- 
toried at $3,742,000 of which $3,312,000 
was in U. S. Treasury bills. 
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WILLIAM C. FREEMAN, former Pennsyl- 
vania Secretary of Banking, left a will 
in which he first carefully dealt with 
powers of appointment held by him. One 
granted by his father’s will, which he had 
previously partially released, Mr. Free- 
man exercised in favor of his wife if she 
survived but expressly failed to exercise 
it in the event she had predeceased him. 
Another power granted by an aunt’s trust 
and also partially released, was specifi- 
cally not exercised. 


Pointing out that his daughter would 
succeed to two substantial trust funds on 
his death, the banking official bequeathed 
her only $2,000 out of his estimated mil- 
lion-dollar estate “to purchase something 
she may desire.” To his wife he gave 
$50,000 out of his individual estate, and 
all personal and household items together 
with the insurance policies thereon. The 
executors are directed to pay all ex- 
penses on his residence apartment and 
pensions to former servants until his 
wife begins to receive regular and sub- 
stantial income or one year after his 
death, whichever is earlier. 


Out of his own estate, Mr. Freeman 
set aside 17% of the net intangible per- 
sonal property less all debts, administra- 
tion expenses and death taxes for which 
the estate is ultimately responsible. This 
portion is to be divided into 10 parts, 
one part outright to a church, two in 
trust for a hospital, three in trust for 
another church and four outright to a 
second hospital. He named Provident 
Trust Co. of Philadelphia as trustee of 
these trusts as well as co-executor and 
trustee under other trusts. 


A trust of $200,000 is set up for Mrs. 
Freeman’s lifetime benefit, with a power 
in her to withdraw any or all of the prin- 
cipal and to appoint the remainder with- 
out restriction. The residue of the estate 
is also placed in trust to pay the ex- 
penses of maintaining the residence trus- 
teed by an earlier provision and to pay 
the net income to the widow plus any 
principal which the corporate trustee 
may deem necessary for her comfort and 
support. In this regard the trustee is to 
act with liberality toward her “with due 
consideration for the declining purchas- 
ing power of the dollar” and wholly ig- 
noring any capital or other income she 
may have, including the right to with- 
draw principal under the previously men- 
tioned trust. After Mrs. Freeman’s death, 


the income will be payable to their daugh- 
ter who is given a power to appoint the 
principal by deed or will to her issue 
and, as to income only, to her husband. 
The fiduciaries are authorized to send 
assets outside the United States, under 
proper custodian agreement, if in their 
opinion social, economic or financial con- 
ditions in this country make such action 
advisable. 


“In view of the fact that the greater 
part of the burden of administering my 
estate will fall upon my corporate ex- 
ecutor,” the former state representative 
and senator bequeathed $5,000 each to 
the three individual executors — his wife 
and two friends — in lieu of commissions. 


The will makes the estate liable for 
death taxes on all property passing there- 
under or by survivorship, but not on inter 
vivos trusts. It further provides that if 
the trusts created for Mrs. Freeman in- 
crease the taxes otherwise payable by her 
own estate, such increases shall be borne 
by those trusts. 


IRVING T. BENNETT, chairman and chief 
executive officer of General Cable Corp., 
bequeathed to his wife an amount equal 
to the maximum marital deduction less 
personal effects and other assets passing 
to her under and outside the will which 
qualify for the deduction at values finally 
determined for Federal estate tax pur- 
poses. The estate, including insurance, 
is estimated at $700,000. From the trust 
of the residue, the trustee — Fiduciary 
Trust Co. of New York, also named as 
executor — is to pay up to $100 monthly 
for living quarters for Mr. Bennett’s par- 
ents, such amount as is necessary to meet 
medical and hospitalization expenses, and 
up to $100 monthly for general living 
expenses. Another $50 monthly is set 
aside for his mother-in-law. The income 
is to be used to maintain the residence 
directed to be retained in the trust for 
Mrs. Bennett who will receive the rest 
of the income, and is given the privilege 
of directing the trustee to purchase an- 
other home at a price not exceeding the 
proceeds of sale of the original one. 


Upon her death, the trustee is to pur- 
chase from principal an annuity of $50 
monthly for the mother-in-law and a 
survivorship annuity of $200 for his par- 
ents. If the trustee decides to buy a re- 
fund life annuity, any refund is to be 
payable to the trustee who will divide 
it equally among the testator’s three chil- 
dren. The balance of the trust is to be 
divided 40% for his daughter and 30% 
each for two sons, who will receive the 
income until age 30 and then the entire 
principal. The trustee is granted discre- 
tion to pay not more than $5,000 to each 
child who requests it to engage in a 
business or professional enterprise or to 
purchase a home, the trustee being en- 
titled to rely on information furnished by 
the child as to the purpose of the funds. 
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Estates and Trusts 


GILBERT T. STEPHENSON. Appleton-Cen- 
tury-Crofts, Inc., 35 W. 32nd St., New York 1. 
450 pp. $5.00. 


This is a revised edition of the volume 
published shortly after the Revenue Act 
of 1948, and reflects the changes made 
by the Powers of Appointment Act of 
1951 and the 1954 Code, as well as the 
Regulations promulgated under the ’48 
Act. It is designed primarily as a text- 
book to familiarize the college student 
about trusts and estates before he em- 
barks upon his own business or profes- 
sional career. Whether or not it stimu- 
lates him to enter the law, life insur- 
ance or trust profession, the material 
will prove useful to him in planning for 
the disposition of the estate he some 
day hopes to have. In addition to cover- 
ing the whole gamut of fiduciary law, ad- 
ministration and taxation in a non-tech- 
nical vein, the distinguished author in- 
cludes, with comment, a specimen will, 
living trust, business insurance trust, 
and management agency agreement. 


Personal Estate Planning in a Chang- 
ing World 


RENE A. WORMSER. Simon & Schuster, 630 
Fifth Ave., New York 20. 284 pp. $3.95. 


Now in its eighth revised edition since 
oringinally published in 1942, here is a 
most useful guide to the layman not only 
in formulating his estate plan but also 
in adopting a philosophy basic to his 
planning. It is in the latter connection, 
as well as for panoramic review, that the 
tome has also proved useful to the tech- 
nician. Especially valuable is the section 
on Planning for Persons and Purposes. 
Appendices include tax tables and a con- 
cise outline of the situations in which 
trust inceme is taxed to the grantor. 


Public Policy and the Dead Head 


LEWIS M. SIMES. University of Michigan 

Law School, Ann Arbor. 163 pp. 

This volume brings together a series 
of five lectures delivered last year by 
this distinguished authority on future in- 
terests and the rule against perpetuities. 
One might expect little of practical value 
in a discussion of this ancient subject but 
the fact remains that, if modernization 
of the ancient policies is to be accom- 
plished, greater interest must be taken 
in these problems -by those whose pro- 
fessional lives are affected by the pre- 
vailing doctrines. 


In the first lecture Professor Simes 
deals with the freedom of testation gen- 
erally. In the next two he discourses on 
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the policy against perpetuities, the dead 
hand versus alienability in the first case 
and versus the living hand in the other. 
The fourth paper goes into the question 
of how far policy against accumulations 
should go. And finally, the very signifi- 
cant subject of imposing restrictions on 
the perpetual charitable trust is ex- 
plored. 


The closing sentences of the book reflect 
its theme: a pattern of working compro- 
mises “‘whereby the dead are forever 
barred from withholding the scepter from 
the hand of the living.” 


Federal Income Estate and Gift 
Taxation 
BORIS I. BITTKER. Prentice-Hall, Inc., 70 
Fifth Ave., New York 11. 1280 pp. $11. 
Essentially a casebook, this weighty 
volume also contains selected text ma- 
terial and comments by this Yale Law 
School professor well known for his work 
in the tax field. Aimed at the student, 
the editor’s approach is to give him a 
background of knowledge enabling him 
to form a dispassionate appraisal of 
tax rules and their relationship to sub- 
stantive law before he gets out into the 
hurly-burly of practice where he is likely 
to emphasize tax planning at the expense 
of other important considerations. Bring- 
ing a wealth of source material, the vol- 
ume becomes useful also to the practi- 
tioner who forever remains a “student.” 


Tax Sheltered Investments 


WM. J. CASEY. Institute for Business Plan- 
ning, Inc., 2 West 13th St., New York 11, 
N. Y. 213 pp. $12.50. 

The 1951 edtion of this publication, co- 
authored by the late J. K. Lasser and 
Mr. Casey, has been revised by the in- 
clusion of five new chapters to conform 
to changes effected by the 1954 Revenue 
Act. As the title implies, its purpose is 
to point out investment media and meth- 
ods which offer relief for individuals 
with tax problems and, at today’s rates, 
this area of impact is quite broad. The 
book does not pretend to spell out all 
the answers because each medium re- 
quires careful investigation and appraisal 
especially in such undertakings as citrus 
groves, development of natural resources, 
eattle-raising, farming or timber tracts. 
However, it can be, and is, much more 
specific in strictly financial operations 
where the possibilities in various types 
of bonds and stocks are assayed. Mutual 
funds, life insurance and annuity con- 
tracts and charity investments are also 
explored. There is a wealth of informa- 
tion between its covers for the tax- 
weary investor willing to seek means of 
easing his burden by legitimate methods. 


ARTICLES 


Giving to Minors Made Easy 


EARL S. MACNEILL. The Trust Bulletin, 
Nov. 1955 (12 E. 36th St., New York 16; 35c) 


This article deals with the statutes en- 
acted last year in eight states (Cal., Col., 
Conn., Ga., N. J., N. C., Ohio and Wis.) 
designed to facilitate gifts of securities 
to minors. With footnote explanations of 
the variations from the model act pro- 
posed by the Association of Stock Ex- 
change Firms, the author describes the 
form of registration permitted, invest- 
ment powers, and procedures. He points 
to a number of risks and legal questions 
arising from this experiment but con- 
cludes that on the whole the recommended 
statute is beneficial. 


Protecting a Fiduciary from Personal 

Liability 

EDWARD C. KING. The Practical Lawyers, 

Nov. 1955 (133 S. 36th St., Philadelphia 4; 

$1.25) 

Steps to be taken to safeguard an ex- 
ecutor, administrator or trustee from 
personal liability are grouped under five 
heads: upon contracts, for torts, as a 
title holder, for breach of duty, and for 
income and death taxes. An appended 
bibliography leads the reader to other 
useful material. 


Will Revocation: More Weight for 
Statement’s of Intent? 


Comment, Northwestern Univ. Law Review, 
Nov.-Dec. 1955 (Chicago 11; $1.50) 


Two troublesome problems arising in 
will contest cases where revocation is in 
issue are: (1) Are the testator’s declara- 
tions apart from the act of revocation 
admissible; (2) if so, what weight should 
be attached to them? Specific aspects of 
the question dealt with are dependent 
relative revocation, lost wills, and the 
doctrine of revival. Minimizing the ob- 
jections based on fraud and supposed de- 
lays in probate proceedings, the author 
concludes that, intent being a matter of 
utmost importance, there should be 
greater liberality in the admission of the 
testator’s statements and in the weight 
accorded them, than is currently in prac- 
tice. 


Use of Settlement Options in Busi- 
ness Insurance Cases 

HUGH M. MacKAY. Journal of Chartered Life 

Underwriters, Winter 1955 (3924 Walnut St., 

Philadelphia 4; $1.50) 

Three basic questions are involved: 
(1) legality under local law; (2) desir- 
ability of options in the particular case; 
(3) form of the agreement and payment 
provisions. Invalidity as a testamentary 
disposition and rights of creditors are 
not serious problems but availability of 
funds to meet taxes and administration 
costs must be considered. Income tax con- 
sequences, including capital gains, are 
examined. 


OTHER ARTICLES 


The Marital and Other Federal Estate 
Tax Deductions under the New Code, by 
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ASSETS — Administration — Where 
There is Partial Intestacy, Execu- 
tor Must Administer Entire Estate 


New Jersey—Superior Court 
Estate of Wolf, 117 A. 2d 535. 


The will of decedent, a resident of 
New Jersey, included the following pro- 
vision: “This will only applies to my 
properties, real and personal, situated 
within the United States or its posses- 
sions. . no portion thereof shall be 
construed as applying or relating to any 
property situated elsewhere, which I 
may own at the time of my death.” At 
the time of decedent’s death, he owned 
certain personal assets located in Monte 
Carle, Principality of Monaco. Plain- 
tiffs, as executors, applied for authori- 
zation to administer the Monte Carlo 
assets. 


HELD: Application granted. As to 
foreign assets, decedent died intestate. 
Therefore, such assets must be admin- 
istered in accordance with the local 
statute of descent. Where there is a 
partial intestacy, the executor admin- 
isters the entire estate. It would be 
cumbersome, complicated and expensive 
to have separate fiduciaries administer- 
ing different parts of the same estate 
within the same jurisdiction. The dece- 
dent’s instructions will in no way be 
violated by having his executors admin- 
ister this property according to law, as 
well as the property passing under the 
will. 


ASSETS — Protection — Bank Not 
Liable for Permitting Access to 
Safe Deposit Box Under Power of 
Attorney from Insane Lessee 


Massachusetts—Supreme Judicial Court 


McQuade v. Springfield Safe Deposit 
Trust Co., 1955 A.S. 1013; Nov. 9, 1955. 


and 


Executrix brought action against the 
bank seeking to hold it liable for allowing 
decedent’s sister to remove money and 
securities from his safe deposit box under 
a power of attorney executed after he 
had become mentally incompetent. The 
plaintiff contended, among other things, 
that the power of attorney was invalid 
because of the decedent’s incompetency. 


HELD: The bank was protected. When 
the decedent was competent he hired the 
box under a contract by which he had 
the power to authorize some other per- 
son to have access to the box. The bank, 
in honoring the power of attorney, acted 












in good faith. It had no knowledge of 
the decedent’s incapacity and was not 
negligent in not making inquiries. 


CLAIMS Statute of Non-Claim 
Does Not Apply to “Trust” Prop- 
erty 

Florida—Supreme Court 
Hodges v. Logan, 82 So. 2d 885. 


In 1939, William J. Priest and Willie 
Mae Priest entered into a property set- 


tlement incident to divorce. It provided 
that title to certain property was held by 
Priest and that he would retain the use 
thereof during his lifetime. If he pre- 
deceased Willie Mae the property would 
become vested in Willie Mae in fee simple 
and if she predeceased him, the property 
would be free and clear of the agreement. 


Priest remarried and died before Willie 
Mae or his second wife. His will left the 
bulk of the estate to his second wife who 
was also appointed executrix. In the first 
case the court held that, the agreement 
being executory and Priest having failed 
to have it effectually consummated 
through his will, title to the property 
passed into and became an asset of his 
estate subject to the rights of Willie 
Mae under the agreement. The court 
recognized that she had the equitable 
title to the property and in an appro- 
priate proceeding could enforce it. 
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Willie Mae having died during pend- 
ency of the first case, her executrix filed 
a complaint on the chancery side of the 
court asking that she be decreed to have 
an equitable title in the properties de- 
scribed in the agreement. The executrix 
of William Priest interposed the defense 
that neither Willie Mae nor her executrix 
had filed a claim against the estate of 
William Priest in accordance with the 
provisions of the statute of non-claim. 


HELD: The statute of limitations or 
nonclaim does not apply since the prop- 
erty was held by the decedent as a trustee 
for the benefit of his former wife and 
did not at his death properly constitute 
a part of his estate. Title to such proper- 
ty may pass to decedent’s heirs or per- 
sonal representatives but it does so 
clothed with the fiduciary obligation. 
Such property cannot be charged with the 
debts of the decedent or with the ex- 
penses of administering the estate. 


COMPENSATION — Right of Executor 
to Appeal from Allowance of At- 
torney’s Fee 


Oklahoma—Supreme Court 
Steger v. Gibson, 287 P. 2d 687. 


The City of Durant was named a 
legatee under the will of testator. Plain- 
tiff was employed by the City of Durant, 
after he ceased to be City Attorney, to 
represent it in defending the validity of 
testator’s will, the City agreeing that, 
upon the completion of the litigation, 
plaintiff would be paid a fee based on 
quantum meruit to be fixed by the county 
(probate) court. The legacy to the City 
contained conditions to be performed by 
the legatee and provided for a gift over 
to a church if the City did not satisfy 
those conditions. The will having been 
upheld, plaintiff applied for fee for ex- 
traordinary services in the will contest. 
The county court ordered payment to be 
allowed in reduction of the legacy, which 
order was vacated by the District Court. 
Plaintiff appeals. 


HELD: Affirmed. (1) Plaintiff’s argu- 
ment that, since the county court ordered 
his fee deducted from the share of the 
legacy of the City of Durant, the execu- 
tor should have no right to complain, 
avails him nothing, since the legacy was 
in trust, the legatee was required to per- 
form certain conditions, and if it failed 
to do so, its share would go to another 
entity; since its interest might fail to 
vest, such order of the country court 
Was at least premature. 


(2) The executor was entitled to ap- 
peal to the district court from the order 
of the county court ordering payment of 
the fee. He had a representative interest 
in conserving the estate. Cases holding 
that a personal representative, as such, 
has no interest in who is determined 
to be entitled to an estate as heir or 
legatee, and cases holding that he has no 
right to appeal as representative where 
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his interest is individual, and not repre- 
sentative, are not in point. 


(3) An attorney who represents a 
legatee or heir is not entitled to a fee 
from the estate for services rendered a 
legatee in upholding the will. 


DISTRIBUTION — Construction of Will 
Disposing of Property as in Inte- 
stacy 

North Carolina—Supreme Court 


Jones v. Callahan, 242 N. C. 566, 89 S.E. 2d 
tii. 


The will of Jones gave his household 
furniture and home to his wife and then 
directed that all of his other property 
“Se considered as if I had died intestate 
under the laws of intestacy.” The other 
property consisted of a vacant lot, bank 
deposits, an automobile and a boat, and 
U. S. Series E War Bonds in his name 
payable at death to a named daughter. 


HELD: (1) All of the property ex- 
cept the bonds passed under the will 
but to persons entitled under the intest- 
ate laws. (2) The widow is entitled to 
dower in the lot owned at death, but no 
consideration can be given to lands sold 
prior to the death where the wife joined 
in the deed and waived her dower. Cases 
involving mortgages are not applicable. 
(3) The widow is not entitled to a year’s 
support. No such allowance can be made 
except in cases of intestacy or dissent: 
neither existed here. (4) The bonds be- 
longed to the daughter by their terms; 
they were not part of the estate. 


DISTRIBUTION — Conveyance of Con- 
tingent Remainder Held Not An 
Advancement 


Tennessee—Court of Appeals (Western Section) 
Thornton v. Thornton, 282 S.W. 2d 361. 


By warranty deed the grantor con- 
veyed a life estate in certain real prop- 
erty to his wife, with a reversion to - 
himself if he survived her. He further 
provided that if he did not survive his 
wife, then the remainder should go to 
one of his sons in fee simple. The grantor 
was survived by his wife and after her 
death the present suit was brought by 
another son of the grantor. It was con- 
tended that the foregoing deed of gift 
constituted an advancement to the re- 
mainderman and that the remainderman 
should be required to account for the 
property in the distribution of the es- 
tate of the grantor. The trial court dis- 
missed the suit. 


HELD: Affirmed. The language of 
the deed is clear, and it created a life 
estate, with reversion to the grantor 
and a contingent remainder to the son 
named in the deed. There was testimony 
introduced to the effect that the grantor 
intended for this son to have the prop- 
erty in preference to the complainant, 
since he had already made expenditures 
on behalf of the complainant. Under this 
testimony the deed clearly did not con- 
stitute an advancement. 


Whether this testimony be admissible 
or not, however, the deed could not be 
deemed an advancement in any event. 
By definition an advancement is a per- 
fect, complete and irrevocable gift made 
by the parent during his lifetime. The 
deed in the present case conveyed a con- 
tingent remainder only. Consequently, 
it cannot be said to have been an irre- 
vocable gift, since it would have been 
ineffective if the grantor had survived 
his wife. Nor was it a gift of a present 
interest in enjoyment which is essential 
to an advancement. 
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DISTRIBUTION — Remainder in De- 
fault of Descendants — Adopted 
Child as Descendant 


Missouri—Supreme Court, Div. 1 


St. Louis Union Trust Company v. Greenough, 
282 S.W. 2d 474. 


Testator died in 1913, leaving a will 
executed in 1908 and three codicils ex- 
ecuted in 1910, 1911, and 1912. He was 
survived by his widow and 7 children. 
The residue of testator’s estate was con- 
veyed to trustees with directions to 
divide it into 8 equal parts. One part 
was to be conveyed to the widow as her 
absolute property. Two parts were to be 
conveyed to a son on condition that he 
care for another son of testator. One 
each of the remaining 5 parts was to be 
held in trust for the benefit of testator’s 
5 daughters. Concerning the disposition 
of one of these shares a codicil provided: 


“At the death of my said daughter, 
Wilhelmine Scharer, whether her death 
occurs before mine, or before the distri- 
bution or division is had, then the share 
assigned to her or corresponding to her 
interest, or which would have been as- 
signed to her, or so much of said share as 
shall remain in the hands of said trustees, 
shall be by said trustees, or otheir suc- 
cessers distribued in equal shares to her 
children, if any, or in the event of a de- 
ceased child or children, to the respective 
descendants of such deceased child or 
children sharing per stirpes with her liv- 
ing children. If there be no child or de- 
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scendants of a child, then said share shall 
go absolutely to the brothers and sisters 
of my said daughter per stirpes and not 
per capita.” 


The daughter Wilhelmine died in 1952, 
without a child or descendants of a de- 
ceased child surviving her. She was sur- 
vived by two of her sisters. Her other 
brothers and sisters had all predeceased 
her, all but one of them leaving descen- 
dants who survived Wilhelmine. The sole 
descendant of Wilhelmine’s sister Nellie 
was, however, an adopted child of Nellie’s 
daughter. The adoption had occurred in 
1918, five years after testator’s death. 


There were two principal issues in the 
trustees’ suit to construe the will. The 
first question was whether the remainder 
to Wilhelmine’s brothers and sisters un- 
der the provision created a vested in- 
terest in the brothers and sisters subject 
to being divested in the event that Wil- 
helmine left a child or a descendant of a 
child surviving her. The second question 
was whether the adopted child of testa- 
tor’s granddaughter took a share of Wil- 
helmine’s trust as a descendant of her 
sister Nellie. 


The trial court held that the remainder 
to Wilhelmine’s brothers and sisters was 
contingent upon their surviving Wil- 
helmine or leaving descendants who sur- 
vived Wilhelmine. The court answered the 
second question in the affirmative. 


HELD: Affirmed. 


(1) The words “per stirpes and not 
per capita” are not technically appropri- 
ate when in connection with named lega- 
tees who are primary takers. However, 
the whole will indicated that the testator 
intended those words to have meaning 
and that the meaning he intended was: 


“If there be no child or descendants of a 
child, then said share shall go absolutely 
to the brothers and sisters of my said 
daughter, and the then living descendants 
of deceased brothers and per 
stirpes and not per capita.” 


sisters, 


This determination necessarily included 
a determination that testator intended to 
exclude as a primary legatee any brother 
or sister who predeceased Wilhelmine. 

(2) The term “descendants” of de- 
ceased brothers and sisters of Wilhelmine 
included the adopted child of testator’s 
granddaughter, a contrary intention not 
appearing in the will. 






DISTRIBUTION — Sale of Property to 
Devisees After Execution of Will 
Effects Ademption 


Florida—Supreme Court 
Eisenschenk v. Fowler, 82 So. 2d 876. 


Decedent executed a will in 1953 de- 
vising to his nephew and niece a house 
in Chicago valued at approximately 
$15,000. In a codicil executed a few 
days later he confirmed the devise and 
Later in 1953, the decedent and the ne- 








phew and niece entered into a contract 
whereby decedent agreed to sell the prop- 
erty to them for $10,000, payable $1,000 
in cash and the remainder in monthly 
installments with interest of 4% per 
annum. At the time of decedent’s death, 
$8,600 of the purchase price was unpaid. 


Upon discovering that they had been 
devised the property, decedent’s niece 
and nephew brought suit for a determin- 
ation of whether they were entitled to 
the property under the will. Their main 
contention was that the common law 
rule that an alteration of the estate de- 
vised would work a revocation of the 
gift did not apply since the sale was 
to the devisees and not to strangers. 


HELD: At the time the will took 
effect, decedent’s interest in the prop- 
erty had ‘been transformed from that 
of a fee simple to that of a vendor 
under a contract and such a conversion 
amounted to an ademption of the devise. 
and nephew after devising it to them 
indicated an intention to revoke the 
gvift to the same extent as if the sale 
had been made to strangers. 


The court observed that ademption is 
not always a matter of testatorial. in- 
tention because ademption may result 
from destruction or extinction of the 
subject matter in circumstances wholly 
unconnected with the intention of the 
testator. The court also took cognizance 
of the fact that the land in question 
was situated in Illinois and observed 
that the common law rule applied and 
was evidently recognized in that state. 


JOINT TENANCY — Bank Account 
Goes to Survivor 


Nebraska—Supreme Court 
In re Curran’s Estate, 71 N.W. 2d 723. 


Bank deposit was made in the name 
of Mike Curran and that of Clare Con- 
nors, his sister, under Section 8-167, 
R. R. S. 1943, and expressly providing 
that the survivor might withdraw. Upon 
his death, some of the heirs claimed 
that Clare Connors was to use the money 
to pay medical and funeral expenses of 
Curran. Clare Connors paid these items 
and filed a claim for reimbursement 
which was allowed. Objection was made 
to certain expenses incurred in collect- 
ing a note due the estate. 


HELD: (1) Statute was enacted for 
protection of the bank, but also fixes the 
property right of the payees, unless a 
contrary intent affirmatively appears 
from the terms of the deposit. The fact 
that Clare Connors did not exercise her 
right to withdraw any part of the de- 
posit before the death of the other joint 
tenant, is not, under the circumstances 
of this case, significant. 





2. If in the exercise of sound reason 
under the circumstances it should be 
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cautious man necessary for the best in- 
terest of the trust to act as the repre- 
sentative did, then his action should be 
approved by allowing the expenditures 
caused thereby in his final account even 
though subsequent developments indicate 
the action was unnecessary or ill-advised. 


JoInT TENANCY — Implications of 
Tenancy by Entirety 


North Carolina—Supreme Court 

Honeycutt v. Bank, 242 N. C. 734, 89 S.E. 2d 

598. 

Honeycutt devised to his wife “our 
residence property,” describing it, and 
$50,000 in cash. He gave the residuary 
estate to his brothers and sisters. Prior 
to 1950 he had acquired several tracts 
of land, which he paid for, taking title 
to himself and his wife. In 1950 those 
lands were conveyed by him and his 
wife to a third person and reconveyed 
to him alone. There was no certificate 
under G. S. 52-12 that the conveyances 
were not unreasonable or injurious to 
the wife. Later he sold the lands, the 
wife joining in the deeds. The cash pro- 
ceeds of the sales were in his deposit 
accounts at death, and the balance was 
in notes payable to him and his wife. 
The home devised to the wife had been 
acquired by the testator in 1948 and 
title was taken to the testator and his 
wife. There was no agreement between 
the testator and his wife as to these 
transactions. The case was tried upon 
an agreed statement of facts. 


HELD: (1) The various deeds to the 
testator and his wife created tenancies 
by entirety. (2) The deeds executed in 
1950 were ineffectual and did not vest 
title in the husband alone because of 
failure to comply with the provisions 
of G. S. 52-12. That section is not re- 
pealed or modified by other statutes 
(See G. S. 47-116). (3) Since the land 
sold was still owned by entirety the 
cash and notes received therefor, noth- 
ing else appearing, were owned equally 
in common by the husband and wife and 
must be divided. (4) No election was 
imposed on the widow by the devise of 
the home to her. It was owned by en- 
tirety and became hers in any event. No 
election arises unless the person on 
whom it is imposed must give up some- 
thing in exchange for a gift under the 
will. 

Note: This is an important case, for 
its reasoning and citation of cases. 


LIFE TENANT & REMAINDERMAN — 
Apportionment of Stock Split 


Pennsylvania—Supreme Court 
Arrott Estate, 383 Pa. 227. 


Testamentary trustees had purchased 
Shares of common stock of Beech Nut, 
Standard Oil of New Jersey, Eastman 
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Kodak, I. B. M., 
Texas Company and 
American Can in 
1944 and 1945. In all 
cases except the 
Texas Company the 
cost exceeded the 
corporate book value. 
The Texas Company 
cost was slightly less 
than the corporate 
book value but this 
was not an issue in 
the case. Subsequent- 
ly all of the stocks 
were split, but in the 
eases of Beech Nut, 
Standard Oil, Texas 
Company and Amer- 
ican Can, the split involved capitaliza- 
tion of earned surplus in the companies. 


The question presented to the lower 
Court was what part of the stock re- 
ceived in the split representing the earn- 
ed surplus capitalized should be appor- 
tioned to principal and what part to 
income, which in turn depended on 
whether principal was to be preserved 
intact at cost or at corporate book value 
at the time of purchase. Since the book 
value was not lowered by the split-ups, 
all the shares representing capitalized 
earnings would go to income if the book 
value were the intact value, and the 
auditing judge so held, but was re- 
versed on exceptions, the Court en banc 
holding that the cost was the basis of 
intact value. Life tenants appealed. 


HELD: Affirmed. Where a _ trustee 
purchases stocks from the corpus of the 
trust, all that the life tenant is entitled 
to receive in distribution is the accumu- 
lated profits or income, in whatever form 
such accumulations appear, in excess of 
the purchase price of the stock, thus 
preserving the intact value of that por- 
tion of the trust. The rule is different 
when the trustee acquires the stock from 
the testator or settlor; in such case the 
intact value is the corporate book value 
at the inception of the trust unless the 
true value can be proved to be some- 
thing different. 


PowERS OF APPOINTMENT — No 
Exercise by Residuary Clause — 
Invasion of Principal Permitted 


Texas—Supreme Court 


Republic National Bank of Dallas v. Fredericks, 
283 S.W. 2d 39, reversing 274 S.W. 2d 431, 
reported in the May 1955 TRUSTS AND Es- 
TATES, p. 456. 


Testator left his estate in trust, pro- 
viding for equal payments of the income 
to his son and daughter, subject to the 
following instructions: 


“.. . I direct my said trustee to not 
advance to either or both of my said 
children, any monthly payment or pay- 





“Naturally, they've got to be well-groomed here.” 





ments due under this Trust, nor any part 
of the principal nor shall my said children 
anticipate any payment or payments due 
hereunder; Provided, however, that in case 
of serious illness the said trustee may, if 
in its sole discretion, it deems the cause 
sufficient, advance payments for said pur- 
poses only.” 


The testator also gave his son a power 
of appointment over a portion of his 
estate, effective upon the deaths of both 
son and daughter without issue. This 
power was stated as follows: “One half 
(%) to the legatees and devisees of my 
said son, in accordance with his last will 
and testament, if he shall leave a 
WE aca” 
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The son executed a will shortly after 
testator’s death, and a few years later 
died himself. The son’s will provided, 
“T devise and bequeath unto my... wife 

. all the property, both real and per- 
sonal, that I may die seized and possessed 
of,...” The trustee thereafter made sub. 
stantial distributions of corpus, as well 
as of all income, in payment of medical 
expenses incurred by the daughter who 
was suffering from several severe ill- 
nesses. 


The court had before it two questions: 
(1) Does the trustee have the power to 
advance any part of the corpus to the 
daughter?, and (2) Did the son exercise 
his power of appointment by his will? 


HELD: (1) The trustee was author- 
ized to advance corpus to the daughter 
in case of serious illness. The intent is 
clear in testator’s will that he intended 
to provide for the care and support of 
his children. By the provisions of the will, 
above quoted, testator first distinguishes 
between income and corpus, prohibiting 
advancements of either. However, the last 
clause of the paragraph allows advance- 
ments “in the case of serious illness,” 
and makes no distinction between income 
and corpus. 


The court rejected the reasoning of cases 
holding that where there is no express 
provision for invasion of corpus, the 
testator’s intent is that the corpus should 
remain intact. It instead embraced the 
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rule that a power of invasion of corpus 
may be implied where a gift for life is 
stated to be “for support and mainten- 
ance” of a person, with a gift over of 
“the balanee” of a trust estate. 


(2) The son by his will did not exer- 
cise the power of appointment given him 
under testator’s will. Since there was 
clearly no reference to the power or to 
the property subject to the power, the 
court sought “to determine if the will 
would be ineffectual and meaningless un- 
less it be held to be an exercise of the 
power of appointment .. .” The court 
found that the son owned other property 
at the time of the making of his will, and 
therefore the will was effectual without 
implying an exercise of the power. 


It is ironic that the son’s wife found 
herself forced to contend that her hus- 
band died without any property when 
she had filed a divorce petition, and had 
won a property settlement pursuant 
thereto, listing the assets he owned two 
years after the making of his will. The 
court held that the inventory and ap- 
praisement of the son’s estate was im- 
properly admitted to evidence, but would 
have been inconclusive even if properly 
before the court because (1) the inven- 
tory is not conclusive evidence under 
Sec. 261, Texas Probate Code, (or its 


predecessors, Vernon’s Ann. Civ. St., arts. 
3424, 4161), and (2) the property owned 
at the time of making of the will rather 
than at the time of death is the con- 
trolling question. 


REVOCATION — Ineffectual Will Nul- 
lified Prior Inconsistent Will, Re- 
sulting in Intestacy 


Mississippi—Supreme Court 
Estate of Crawford v. Crawford, 82 So. 2d 823. 


D left two wills, one executed in 1946 
and the other in 1947, the provisions of 
the latter being inconsistent with the 
1946 will. The 1947 will left everything 
to C, who was one of the witnesses. Sec- 
tion 661 of the Mississippi Code Anno- 
tated of 1942 voided the bequest to C 
since he was a witness, and thus, the en- 
tire dispositive part of the will was nulli- 
fied. The 1947 will did not contain a revo- 
cation clause. 


HELD: Although the bequest to C was 
void, the 1947 will was valid and was 
properly admitted to probate. Since the 
1947 will was inconsistent with the 1946 
will, it impliedly revoked the 1946 will 
even though the 1947 will did not contain 
a revocation clause. Thus, the estate must 
be distributed as if D had died intestate. 


TAXATION — Estate & Inheritance — 
Surviving Stockholder as Purchaser 
Not Liable for Increased Estate 
Tax Resulting from Government’s 
Revaluation 


New York—Surrogate’s Court, New York Co. 


Estate of Jacob P. Galewitz, N.Y.L.J., Dec. 
12, 1955. 


By an agreement between the decedent 
and his son the survivor was given the 
option to purchase the stock of the party 
who died first—at the book value of the 
stock on the date of death as determined 
by an accountant appointed by the court 
in which the decedent’s estate was ad- 
ministered. The government increased 
the accountant’s valuation—resulting in 
a considerable increase in estate taxes. 
The stock earned substantial profits 
after the date of death. 


Does the son, as the purchaser of the 
stock, bear any portion of the increased 
estate tax? Is the son or the estate en- 
titled to profits earned since the date of 
death? 


HELD: When the son exercised his 
option to purchase the stock he became 
a creditor of the estate. Estate taxes are 
apportioned among persons “interested 
in the gross estate.” D.E.L. Sec. 124(1). 
Under the definition of 8.C.A. Sec. 314 
(10) a creditor is not a person “inter- 
ested in the gross estate”; therefore the 
son need not contribute to the additional 
estate taxes. 


A seller does not surrender the bene- 
fits of the subject matter of a contract 
of sale until title passes. Since title does 
not pass until the price is fixed and 
tender is made by the buyer, the estate 
is entitled to all earnings on the stock 
until that time. 


SPOUSE’s RIGHTS — Statute Satisfied 
by Trust Equal to Intestate Share 
Notwithstanding That Trust Is Not 
Qualified for Marital Deduction 


New York—Surrogate’s Court, New York Co. 
Estate of George E. Ruppert, N.Y.L.J., Dec. 
21, 1955. 

The widow was the life beneficiary of 
a trust of 40% of the residue. The trust 
did not qualify for the marital deduc- 
tion. There was no provision in the will 
concerning payment of estate taxes. The 
trust of the widow’s testamentary share 
after taxes is less than what would be 
her intestate share—because the intest- 
ate share would qualify for the marital 
deduction and thus pass to her free of 
estate taxes. 


May the widow elect to take her in- 
testate share against the Will? 


HELD: A widow may not elect to 
take her intestate share where she is 
the life beneficiary of a trust, the prin- 
cipal of which is equal to or greater 
than her intestate share. Estate taxes 
are not apportioned until after the net 
estate and the intestate share have been 
computed. She may not complain be- 
cause her intestate share would have 
been larger since it would have qualified 
for the marital deduction and thus have 
passed to her free of estate taxes. 
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SpousE’s RIGHTS — Validity of Order 
Continuing Widow’s Allowance 
after Distribution of Assets 


Oklahoma—Supreme Court 
Martin v. Blasingame, 289 P. 2d 381. 


Decedent’s widow was granted a 
widow’s allowance of $200 per month 
following probate of the will. She had 
previously made an antenuptial agree- 
ment with decedent and her interest un- 
der the will was an auto and a life 
estate in the home, both of which she 
had possessed since the date of death. 
Other heirs moved to discontinue the 
widow’s allowance but the Court ordered 
it continued until July 14, 1953, when a 
final hearing would be held. 


In April, 1953, the executor filed a final 
account and petition for distribution of 
assets. At the same time, the widow filed 
an election to take as an heir rather 
than under the will and attacked the 
antenuptial agreement. On June 2, 1953, 
the Court ordered the distribution of 
assets and denied the widow’s petition 
to take against the will. The widow ap- 
pealed from this order, which was ulti- 
mately affirmed by the Supreme Court. 


The assets were distributed under order 
of June 2, 1953, and on July 2, 1953, 
principal beneficiaries renewed their mo- 
tion to discontinue the widow’s allow- 
ance, all the assets of the estate having 
been distributed. On July 14, 1953, the 
County (probate) Court heard these mo- 
tions on the widow’s allowance and 
ordered $150 per month paid until further 
order of the Court. The principal bene- 
ficiaries under the will appealed. 


HELD: Reversed. The lower Court 
erred in granting a widow’s allowance 
after July 14, 1953. The distribution of 
assets was subject to the then existing 
order for payment of a $200 widow’s al- 
lowance to July 14, 1953, and the allow- 
ance, to that extent, was a cost of ad- 
ministration and chargeable against the 
distributed assets. 


The Court distinguished Crane v. How- 
ard, 206 Okla. 447, 244 P. 2d 559, which 
held that an order for a widow’s allow- 
ance “until said estate is closed” did not 
necessarily terminate with the entry of 
a decree of distribution of the estate. 
In the instant case, the share the widow 
would take under the will was full paid, 
whereas in the cited case, the widow’s 
interest under the will had not been fully 
received. 


In the instant case, the statutory intent 
that the widow be provided for until 
she should have received that which she 
was entitled to receive as a part of the 
assets of the estate was fully carried out. 
When the order for her allowance ex- 
pired by its own terms on July 14, 1953, 
the assets having been theretofore dis- 
tributed and she having received all she 
was entitled to under the will, her right 
to the widow’s allowance terminated. 
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WILLs — Construction — Decree 
Reconsidered in Light of Will 


Indiana—Appellate Court 

Peoples Nat. Bank of Washington v. Fletcher 

Trust Co., 129 N.E. 2d 377. 

Sophronia A. Duvall, who died in 
1893, devised certain property to her 
two daughters, Gertrude and Grace, un- 
til such time as they should marry. If 
either should marry and the other re- 
main single, then the income would be- 
long to the one remaining single. Should 
both daughters marry or should both 
die before marrying, then the property 
was to be sold and the proceeds divided 
equally among all of her children. But 
in the event that any of her other chil- 
dren be dead, leaving issue, at the time 
when the two daughters should be mar- 
ried or have died, then the shares of 
such as shall have died were to be di- 
vided equally among their children. 


The decedent left six children surviv- 
ing. In 1909 a decree was entered upon 
complaint of the children against the 
executor construing the will, and no 
appeal was taken therefrom. Also in 
1909, upon petition, a decree was en- 
tered directing the trustee to pay a son 
of decedent a certain sum in full for 
his alleged one-sixth interest in the trust 
estate. 


Gertrude never married. Grace died 
in 1930, and by her will she left her 
interest to Gertrude. Gertrude left her 
interest in the trust and the interest 
acquired from Grace in trust to the 
appellant to provide for a certain per- 
son who had cared for her. Two of 
Sophronia’s other children died prior to 
1950 leaving children as heirs, and a 
son of Sophronia died leaving no issue 
but having assigned his interest. 


The 1909 decree construing the will 
of Sophronia provided that each child 
owned an undivided one-sixth interest 
in the trust estate subject to the income 
being used by Gertrude and Grace dur- 
ing the time they remained single or 
in the absence of marriage before death. 
The decree provided that upon the death 
or marriage of Gertrude, the trustee 
shall distribute the trust funds to the 
six children in equal proportions, “and 
to the heirs of such as may be dead.” 

Appellant, the devisee of Gertrude, 
contended that by virtue of the decree 
construing the will each child took a fee 
simple interest in the trust estate. One 
son having already received his interest 
in full, appellant claimed that it was 
entitled to receive two-fifths as Ger- 
trude’s interest, Grace having. devised 
her interest to her. The trustee, how- 
ever, contended that Gertrude’s interest 
terminated upon her death in 1950. 


HELD: Affirmed. Since there was an 
ambiguity in the 1909 decree which 


arose from the consideration of two sep- 





arate and specific clauses, it was neces- 
sary to consider the decree in the light 
of the will. The decree, construed to- 
gether with the provisions of the will, 


showed that the decedent’s intention 
was to make ultimate disposition of 
the fund to the living members of the 
Duvall family. It was clear that Ger- 
trude’s interest was contingent upon 
her marriage, and her interest failed in 
1950 inasmuch as she never married. On 
the other hand, Grace’s interest was con- 
tingent upon her survival upon the ter- 
mination of the trust. If Gertrude had 
married, under the provisions of the 
will the funds would have properly been 
divided among all of the children ex- 
cept the son who had accepted a settle- 
ment for his interest, and Gertrude 
would have shared in the corpus. But 
this contingency never happened. 
WILLS — Construction —  . Class 
Determined at Date of Will 


Nebraska—Supreme Court 
In re Baker’s Estate, 72 N.W. 2d 844. 


The will provided “residue to my chil- 
dren.” “Should all or any of my said 
children die before my death leaving 
issue, the. interest of such child shall 
go to his issue by right of representa- 
tion.” 

Testatrix was the mother of five chil- 
dren living at the execution of the will 
and at her death. The issue of several 
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deceased children claimed a share of 
the residue. A decision in their favor 
was reversed. 


HELD: Class is to be determined as 
of date of death of testatrix, unless a 
contrary intent is shown by the will. 
Here, the quoted portion of the will 
shows the intent of the testatrix that the 
class shall be determined as of the date 
of the will. 


WILLS — Probate — Jury Trial in 
Contest 


Pennsylvania—Supreme Court 
Zimmerman Will, 383 Pa. 42. 


The contestant of a will appealed from 
the refusal of the lower court to grant 
an issue devisavit vel non on the ground 
of testamentary incapacity. Contestant 
argued that Section 745 of the Fiduci- 
aries Act of 1951 (20 P.S. 2080, 101) 
gave the contestant the right to a jury 
trial as a matter of right. 


HELD: Affirmed. The Act does not 
change the well established principle 
that before an issue devisavit vel non is 
granted, there must be a judicial de- 
termination that a substantial dispute 
exists. 


WILLS — Probate — Effect of Eras- 
ures and Alterations 


Washington—Supreme Court 
In re Campbell’s Estate, 147 Wash. Dec. 547. 


Daisy Campbell, age 81, executed a 
will prepared by her attorneys on March 
31, 1952 leaving her estate in equal 
shares to her sister and brother-in-law. 
In December 1952 Mrs. Campbell in- 
formed her attorneys that two men had 
persuaded her to sign a document the 
day before and that she feared the docu- 
ment she had signed might have been a 
will. Her attorneys prepared, and she 
signed, a codicil republishing the March 
will. 

Mrs. Campbell died January 1, 1955 
leaving an estate of $240,000. Petition 
was filed to probate the March will and 
the codicil. On the date set for hearing 
on the petition, Evans Collias filed a 
will purportedly executed on January 
2, 1953 and petitioned for its probate. 
In this will all but $22,500 of the estate 
was left to Collias and he was named 
executor. The two probate proceedings 
were consolidated for hearing. The Trial 
Court admitted the first will and the 
codicil to probate and rejected the second 
will because of unexplained erasures and 
alterations in the instrument and be- 
cause the testamentary capacity of Mrs. 
Campbell on January 2, 1953 had not 
been sufficiently established. 

Collias appealed. 

HELD: Affirmed. Material alterations 
or erasures appearing on the face of a 
will raise a rebuttable presumption that 
the alterations or erasures were made 
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after the execution of the will. The bur- 
den is then upon the proponent to make 
an explanation and rebut the presump- 
tion. Appellant offered the Trial Court 
no explanations for the erasures and 
alterations, and, therefore, they must be 
presumed to have been made after the 
will was executed. Whether material al- 
terations made subsequent to the execu- 
tion of a will justify the rejection of the 
entire will depends upon the facts of 
each case. Where, as here, the alterations 
have to do with the date on which the 
will was executed, and there is a prior 
will, rejection of the entire will is re- 
quired. 
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